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NIGHT SAFES HELP THE BANK AS 
WELL AS THE CUSTOMER....... 


N these days of building restrictions, Banks in many countries find 
their branches inadequate to cope with the pressure of business and 
this congestion is aggravated by the habit of customers to assemble 

before the cashiers at ten minutes to closing time. The consequent 
strain upon the staff can be relieved by the installation of a Night Safe, 
in which deposits can be made after banking hours. The Bank can then 
arrange with the customer for his attendance at a mutually convenient 
time to open his wallet. Further relief is available in the provision by 
John Tann of special wallets which, by arrangement with the customer, 
can be opened by the Bank, who may then credit the account of the 
customer with the contents without the necessity for his attendance 
at the Bank. Thus, the Night Safe becomes not only a much-appreciated 
facility to the customer of a 24-hours-a-day banking service but also 
a means by which a Bank may conveniently cope with business in excess 
of that normally handled. 

The John Tann Night Safe is favoured on account of its ease and 
economy of installation, its security from theft and fraud and its freedom 
from mechanical breakdowns. Of the Banks in the British Isles who 
provide night banking facilities, 80°%, use the John Tann Night Safe. 


JOHN TANN LTD., 117, NEWGATE STREET. LONDON, €E.C.I. 
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SIR ARTHUR S. ROGERS 


(7vhose appointment as Chairman of the London & Lancashire Insurance Co. 
zvas recently announced) 
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A Banker’s Diary 


Tae City, like THE BANKER and other economic journals, has long been a 

relentless critic of Mr. Dalton, and none but the speculators would regret the 

ending of the policies with which he has been particularly 

Gilts at associated. But all the critics, City men and economic jour- 

Half-mast alists alike, sincerely and sympathetically regret the extra- 

ordinary circumstances of his departure—the more so since 

they became satisfied that no subtle or sinister facts lay hidden behind the 

simple, though astonishing, explanation of that unfortunate incident on Budget 
day. 

But this spectacle of the swapping of horses in the very midst of the stream 
—and the departure of one, moreover, who had been making an exciting splash 
—has caused not a little bewilderment among the City spectators. Inevitably, 
it is in the gilt-edged market that the principal effects have been seen. Prices 
had fluttered only slightly on the morrow of the Budget, with its barely luke- 
warm references to cheap money. But immediately Mr. Dalton’s resignation 
was announced, the market flags went to half-mast, with 2} per cent. 
“Daltons ” naturally making the deepest obeisance. And, since then, the 
speculators have been burying their heads in sack-cloth and ashes, with 
corresponding repercussions on the market mood. In the industrial markets, 
however, the opposite sequence has occurred. The doubling of the profits tax 
having been broadly discounted by the summer’s decline in values, the remain- 
ing Budget proposals were hailed with relief. Hence values have steadily 
improved, especially since Sir Stafford Cripps’s endorsement of the Budget pre- 
scription. At the moment of writing, indeed, the Financial Times index of 
ordinary shares stands at its highest level since the middle of August. The 
market, it seems, is showing more realism in its judgment of the gilt-edged 
prospect than of the economic outlook as a whole. As a later article contends, 
it is hard now to envisage any attempt to revive the spectacular aspects of 
Daltonian cheap money. But it is not much easier to assume, as the market 
apparently does, that continuing inflation will boost industrial profits—or 
that any large share of them would be allowed to reach investors’ pockets even 
if it did so. 
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Jupcinc by the rate at which the trade deficit of the United Kingdom con- 
tinues to run, it may safely be inferred that continuous drafts are being made 
on the gold and dollar reserve. The latest Treasury statement, 
Still which covered the month of October, showed that gross sales of 
Living on gold in that period amounted to £35 millions. This figure in- 
Reserves cluded the £30 millions referred to in a statement issued 
separately on October 21. It brought up to £55 millions the 

total of gold sold since the suspension of sterling convertibility. No further 
purchases of dollars have been announced since the $120 millions stated to have 
been acquired from the International Monetary Fund on October 20 (making 
total drawings of $180 millions up to that date). There have been numerous 
teports of further gold shipments-from Britain to the United States, but it 
IS hecessary to await the next monthly statement before relating these ship- 
ments to actual sales of bullion. As the last monthly announcement stated, 
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“ shipments of gold depend on the geographical distribution of reserves and are 
not necessarily related to sales. Information about shipments tends to be 
misleading and it is not, therefore, proposed to publish it”. No estimate of the 
remaining gold reserves can be made without knowledge of the purchases of 
South African gold. Appreciable consignments in respect of the 1947 guaran- 
teed minimum sales of £80 millions were thought to be due for delivery in the 
latter part of the year and should now be arriving—either physically or “ on 
the books’. Moreover, the recent encroachments on the gold reserve due to 
sales to the United States will soon be offset by the £80 millions to be delivered 
in the early part of 1948 under the loan agreement with South Africa. 













THE general agreement on tariffs and trade signed by the twenty-three countries 
which participated in the Geneva conference was published on November 18. 
This long, drawn-out conference—it opened last April—was 

Assault concerned with two main issues—first, the elaboration of a 

on World draft charter of the International Trade Organization now 

Tariffs being considered at the World Conference on Trade and Em- 

ployment in Havana; secondly, the negotiation of a multi- 
lateral trade and tariff agreement. This agreement follows the usual pattern 
of pre-war trade agreements by prescribing tariff schedules of the maximum 
rates of duty. But in addition it represents an entirely new and significant 
experiment, in that it incorporates multilateral undertakings on commercial 
behaviour whereby each of the twenty-three countries binds itself to the other 
signatories. These undertakings are largely taken from the draft charter of 
the I.T.O. to which reference was made in these columns last month. 

The agreement on tariffs holds the primary interest. The tariff schedules 
for each of the contracting parties, incorporating the results of the protracted 
bargaining in Geneva, reveal how substantial a progress was made towards 
the ultimate objective which the conference had in view, the achievement of 
the maximum dismantling of tariff obstacles to world trade. The lead in 
making concessions, as indeed in convening the conference, was taken by the 
United States. The new schedule of U.S. import tariffs reveals widespread 
and slashing cuts in duties, many of them going to the limit of the powers of 
the administration to make reductions without further reference to Congress. 
These reductions should have a quick and rapid effect by expanding exports to 
the United States, and before long should play their full part in helping to 
solve the world dollar problem. 

The concessions by the United Kingdom are less spectacular. This is not 
surprising, given the fact that the British tariff was already at a much lower 
average level than the American, and that the United States, in its new guise 
of primary international creditor power, should be the lowest tariff country in 
the world. The United Kingdom has undertaken to maintain duty-free entry 
or to hold ad valorem duties at the curreni rates or to limit the adjustment of 
specific duties, for categories of goods which ir. 1938 accounted for £63 millions 
of U.K. imports from all foreign countries. Reductions in duties have been 
conceded on trade of which imports in 1938 amounted to close on £50 millions. 
Britain has also agreed to the reduction by other Commonwealth countries of 
a number of the margins of preference at present accorded to British goods. 
The preferences have been wholly eliminated on trade of a character which 
accounted for 9.6 per cent. of “ preferential” trade in 1938, and have been 
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reduced on a further 27 per cent. of that trade. The main concessions offered 
by the United States to Britain relate to the export of whisky, linen goods, 
woollens, bicycles, pottery and all kinds of machinery. The British concessions 
largely comprise reductions of margins of preference. 

In sum, the agreement achieves a significant reduction in tarift walls, but 
the value of this scaling-down will become fully apparent only when inter- 
national trade can disentangle itself from the trammels of scarcities of goods, 
currency shortages, and quantitative restrictions. The tariff agreement is an 
investment in the hope of future returns ; but it may be regarded already as 
one of the most worth while and constructive achievements of post-war 
economic policy. 


CANADA’S shortage of U.S. dollars has waxed to critical proportions during the 
past month. With gold and dollar reserves of the Dominion down to about 
$500 millions and falling at an annual rate—during the first nine 

Canada’s months of this year—of three times this amount, the moment 

Dollar for drastic measures has arrived. Canada may ultimately 
Crisis benefit indirectly from Marshall aid to Europe and there are 
reasonable prospects that some of the dollars to be appropriated 
by Congress in Washington will be designed to finance expenditure outside the 
United States and notably in Canada. But to count upon help from this 
quarter would be the negation of policy. Dollar emergency measures having 
far more immediate impact have had to be applied. The first is a slashing cut 
inimports. A wide range of articles, from motor-cars to fruit and cigars, has 
been put on the prohibited list. The measures are aimed principally at dollar 
imports, but the rules of non-discrimination will cause the impact to fall to 
some extent on British exports. The second expedient is the raising of an 
emergency credit of $300 millions from the Export-Import Bank of Washing- 
ton; this will finance the import of essential equipment and material from 
the United States. Thirdly, the Canadian authorities have offered a premium 
of $7 per ounce on all newly-mined gold produced by Canadian mines in 
excess of their output in the year to June 30 last. The Canadian Government 
will therefore be paying $42 per ounce for some of the gold it purchases. Doubts 
have been raised whether this action might not contravene the Government’s 
obligation, as a member of the International Monetary Fund, to desist from 
dealings in gold at prices other than those indicated by the official parities of 
the Canadian dollar. That obligation, however, was defined in somewhat loose 
terms. The only interpretation to date, that given when the I.M.F. asked its 
members not to engage in gold trade on terms other than those indicated by 
official parities, makes it clear that the ban referred only to transactions going 
over the exchanges and did not prevent the payment of premia for domestic 
gold. 

These three measures taken by themselves are expected to tide the Canadian 
exchange situation over the next few months. Thereafter, economic assistance 
to Europe by the United States and the general recovery of European pro- 
duction may restore the pattern of multilateral trade sufficiently to enable 
Canada again to stabilize her normal Canada—Europe-United States payments 
tripod. In the absence of such a restoration of the normal equilibrating 
mechanism, Canada will be faced with grave economic decisions involving the 
whole problem of the Dominion’s political and economic allegiances. 
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THE payments agreements front is still seething with activity, restrained only 
by the extreme paucity of available personnel competent to conduct the 
negotiations on the British side. The only agreements actually 


New completed last month were those with Sweden and Iraq. The 
Sterling latter amended the terms of the agreement signed in August on 
Agree- the eve of suspension of convertibility, an event which imme- 
ments diately destroyed the whole basis of that agreement. The new 


arrangements cover only the period to June 30 next, for which 
period Iraq is to limit its scarce currency expenditure to a rate equivalent to 
£5,750,000 a year. In so far as this expenditure is not covered by Iraq’s direct 
earnings of the currencies concerned, it will be provided from the sterling area 
dollar pool. As Iraq is at the moment running a deficit with the rest of the 
sterling area, it follows that any such conversion of sterling into dollars wil] 
have to be financed by drafts on Iraq’s accumulated sterling balances. These 
amounted last August to approximately {60 millions. 

The supplementary agreement with Sweden raises from £5 millions to {8 
millions, or its equivalent, the amount of the other’s currency which each 
central bank is prepared to hold before gold can be demanded. Gold payments 
are not to begin unti! May 1 next and in the interval the Swedish Riksbank 
may be called upon to hold more than £8 millions—this being in addition to 
the {25 millions frozen until the end of 1949 by the Anglo-Swedish agreement 
of July, 1947. A reciprocal exchange guarantee will attach to the balances 
held by each party to the agreement. 

Negotiations have been completed, but at the moment of writing no formal 
agreements have been announced, with Portugal and Iran. Each of these 
countries has agreed to hold additional sterling balances. The Portuguese 
negotiations, it is understood, have proved particularly satisfactory. The 
talks with Argentina should soon reach the stage of concrete proposals now that 
the British supply mission has reached that country. The Argentine negotiators 
will no doubt insist on firm delivery dates for their requirements from Britain 
before finally committing themselves to the complementary arrangements 
whereby they will agree to hold sterling and Britain will grant an exchange 
guarantee for such accumulations. 


THE problems of Eire’s participation in any formal scheme of dollar allocation 
from the sterling area pool were bound to present considerable difficulties. 
Eire’s membership of the sterling area is of unique character. 

Anglo- _ This is due partly to the close connections of the Irish com- 
Irish mercial banks with the United Kingdom and the London money 
Payments market, partly to the wide distribution of Eire’s sterling assets 
among private owners. These special and intimate relation- 

ships between the economies and banking systems of the two countries made 
it virtually impossible to deal with the sterling balances problem by any 
formal agreement for partial blocking and partial writing down, with releases 
over a number of years. The only feasible approach lay in far looser arrange- 
ments by which the authorities in Eire would promise to use all reasonable 
means at their disposal to maintain the global amount of the sterling balances 
above certain minimum figures, the minimum to be reduced year by year. 
Even this degree of formality has been avoided in the payments arrangements 
that have resulted from the economic talks between the two Governments 
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completed last month. It was then agreed that Eire should substantially 
reduce its drawing of dollars from the sterling area pool, limiting its net require- 
ments to the equivalent of £14 millions, plus its own dollar earnings, for the 
period October 1, 1947, to June 30, 1948. 

The conversion of sterling into dollars by Eire would fall below this figure 
if imports of wheat from non-dollar countries can be arranged on a larger scale 
than appears at present likely. 

This new principle—it has emerged also in the Iraq agreement—of deter- 
mining the net drawings of a sterling area country from the central dollar pool 
partly by reference to the hard currency earnings of the country concerned, is 
significant. It suggests that the door may be opening to a new mechanism 
by which the members of the sterling area will retain direct control over their 
current hard currency earnings and will avail themselves of the pool only in 
so far as these earnings fall short of the global allocation of hard currencies 
given to them. The trend deserves to be closely watched. 


THE movement of bank deposits in October abruptly reversed the trend of 
recent months. By contrast with their quite modest expansion during the 
summer and the actual decline achieved in December, total 

Record _ net deposits of the clearing banks rose during the month by no 
Bank less than £53.9 millions. This is easily the biggest advance this 
Deposits —year—indeed, the net increase during the previous nine months 
was no more than £17 millions—and carries the net total to the 

new high level of £5,510 millions. In one sense, this movement may be re- 
garded as the delayed effect of the continuing high level of Exchequer require- 
ments, the impact of which upon the banking system was cushioned during the 
summer by the extraordinary rate of dollar expenditure. Now that the rate of 
drawing upon reserves, though still alarmingly high, is well below the summer’s 
peak, the Exchequer, so far from repaying debt to the banking system, has had 
to resume net borrowing. Judging from the official figures of actual dollar 


October, 

1947 

£m. 
Deposits .. ba si ee - ‘ia 5089.8 + 
Net Deposits* as ws es ata 5509.7 ; 274. 
%$ 
Cash ea ii ee rae be ae 468. (8.23) t ; 88. 
Money Market Assets .. a a ba 129C. (22. 00. 506. 
Call Money sid nl ei ae 465. (8. - 6.8 153- 
Bills a F ae Be hs 825. (14. - : 352. 
Treasury Deposit Receipts — sr en 1147. (20. 5. 482 
Investments plus Advances tes es a 2675. (46. , 335- 
Investments. . a ei ne = 1499. (26. - 6. 97. 
Advances... divs bs ‘ whe 1175.9 (20. - - + 238.2 


mw 0 MODAN VO 


*After deducting items in course of collection. § Ratios of assets to published deposits. 


outgo since the suspension of sterling convertibility, the Treasury’s net require- 
ments for bank finance absorbed about {20 millions of the £54 millions of 
credit created during October. The balance, as the accompanying table shows, 
was divided between a {27 millions increase in advances—a rather spectacular 
movement after the fractional expansion shown in the previous month—and a 
£64 millions addition to the investment portfolio, which now stands only a 
shade below {£1,500 millions. 





138 THE BANKER 


The switch from Treasury deposit receipts to bills and call money, it will be 
seen, has made further headway, with the result that the T.D.R. issue, at £1,147 
millions, now stands, for the first time for five years, below the total of advances. 

It seems likely that the T.D.R. level reached in October will prove to be the 
lowest for some months to come. The total issue was roughly stabilized for 
the three weeks or so following the October make-up (and, incidentally, the 
seasonal] increase in the tender issue of bills was suspended after only three 
weeks), but early last month net borrowing on T.D.R.s was resumed for the 
purpose of financing the {100 millions disbursement of war damage payments, 


THE text of the Australian Bank Nationalization Bill,* which our contributor 

from Australia was able to discuss only in general terms in the special article 

in last month’s issue, is now available in London. Even against 

Australian the detailed background already furnished in Mr. Chifley’s 

Bank _ speeches, it appears as an extraordinary document. Although 

Bill its object is to create a monopolistic structure of state banking, 

and although it extends to 61 sections, the only safeguards 

against abuse and the only new restraints imposed upon the Commonwealth 

Bank are those embodied in the brief Section 11 quoted last month. There are 

ponderous sections (Sections 47-55) to protect the rights of employees of the 

private banks which the Bill seeks to swallow up, but only a single sentence is 

deemed necessary to protect their customers. And even this slender clause 

(Section 58) is derisory. It permits anyone who is now a customer of an 

Australian private bank to refrain, if he wishes, from banking with the only 
banking system which is planned for Australia. 

The manner in which the taking-over of the private banks would in practice 
be achieved is still uncertain, but in Section 13 the Bill makes it quite plain 
that the only process of compulsory acquisition (namely, acquisition of shares) 
may not be applied except to banks formed within Australia and then only if 
the majority in number of their shares are, or are deemed to be, “ situated” 
within Australia, and to such shares alone. The only method which can be 
applied to other banks, such as those formed in the United Kingdom, is the 
method of acquisition of businesses, which may proceed by either voluntary 
or compulsory acquisition. This method, it should be noted, is equally appli- 
cable to the locally-formed banks, on the initiative of the Commonwealth 
Treasurer under Section 22. The procedure laid down is for him to invite the 
named bank to agree with the Commonwealth Bank within a specified period 
upon the terms upon which the business shall be taken over. If the Treasurer 
does not extend the time limit, the assets and liabilities of the bank concerned 
automatically vest in the Commonwealth Bank on the day after its expiry. 
No formula or principles are prescribed for the assessment of compensation in 
cases of compulsory acquisition. Ifthe bank concerned cannot reach agreement 
upon the amount with the Commonwealth Bank, it must lodge a claim to which 
the Commonwealth Bank may make a counter-offer. That will be taken as 
being accepted unless the bank within two months requires the Commonwealth 
Bank to submit the case to the special Federal Court of Claims, from whose 
adjudication there will be no appeal whatever. 


* The Bill became law, apparently after only slight amendment, just as this issue of ‘THE 
BANKER” went to press. Three banks promptly sought an injunction to restrain the Govern- 
ment from acting upon it pending legal hearings. 





139 


Two Chancellors—but No Policy 


HIS autumn, when the twelfth hour has struck for Britain more unmis- 
 tacably and more ominously than Mr. Morrison’s rather light-hearted 

prophecy could possibly have envisaged, has been a bitter disappointment 
to all who hoped that the very extremity of the need would import some honest 
realism into policy. What has been achieved so far, and what are the chances 
of averting an even graver emergency next year? The broad lines of the 
Government’s crisis plan—the import cuts, the blue-print of revised export 
targets and incidentals like the suspension of basic petrol—had been revealed 
by mid-September. In the following month additional measures took shape, 


” GAD, SIR, SIDE BY SIDE!-VERY DANGEROUS! 
MuCcH SAFER TO RUN 'EM BACK TO BACK, IN THE 
OLD STYLE. SUPPOSING THEY BoLT?" 


OOUBLE HARNESS 

[ Reproduced, with permission, from The Evening Standard of November 19 
notably the cuts in dollar imports and in sugar and bacon rations and the 
projected reduction of the capital programme. Even with these reinforce- 
ments, the whole scheme was patently inadequate, not so much in its scale 
and range as in the means by which it was hoped to enforce it. The past 
twelve months has so dreary a record of abandoned targets that new statistical 
exercises and blue-prints, however unexceptionable their arithmetic, appear 
as mere waste paper unless the means of implementing them carry conviction. 
And the means upon which the Government proposed to rely were, with the 
sole exception of the fresh experiment in direction of labour, simply an inten- 
sification of the techniques which in the past year have left actual performance 
so disastrously short of the targets. It is small wonder that dispassionate 
observers found themselves quite unable to take seriously the official assump- 
tion that the gap in the balance of total overseas payments will be closed by 
the second half of next year. 
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Then, in the only major speech of his brief appearance as Minister for 
Economic Affairs, Sir Stafford Cripps gave the plainest and grimmest minis- 
terial warning yet of the extent of the national danger. After such a speech, 
which in stature and courage far outclassed all other contributions from the 
Cabinet team, it seemed inconceivable that vigorous efforts would not be made 
to repair the deficiencies of policy and technique—especially by recourse to 
the neglected opportunities in the field of financial policy. Herein lies the real 
disappointment. Nothing that has happened since has perceptibly improved 
Britain’s chances of even substantially narrowing the overseas gap before the 
last remaining life-line, the gold reserve, snaps. There has been feverish 
activity in implementing the plan on the projected lines (though much of the 
work has consisted in behind-the-scenes amplification of blue-prints, and the 
long-promised White Paper on the capital programme has still to appear), 
But nothing additional has been grafted on to the plan, nothing of real signifi- 
cance has been added to the instruments of enforcement, and further exhorta- 
tion has signally failed to whip up public determination to try to do by 
voluntary effort what the Governmental machine is plainly incapable of doing. 
In Parliament, much attention has been focused upon the inquest on the 
exhaustion of the credits (a vital matter discussed in detail in other articles 
this month). But the well-informed examination of domestic economic 
policy, by critics both inside and outside the House, has so far failed to bring 
the Government squarely face to face with the crucial issue—which hides the 
key to the external problem—of ways and means at home. 

Yet the current and prospective strain on the slender life-line is now 
revealed to be much heavier than had been generally supposed. In the first 
two months after the suspension of convertibility dollars were being spent at 
the frightening rate of $70 millions per week ; there is no reason to believe 
that the pace of exhaustion has slackened dramatically since then, though it 
should do so when the dollar import cuts take full effect. Worse still, Sir 
Stafford Cripps has demonstrated that in twelve months’ time, even supposing 
the whole crisis plan to have been successfully achieved on time—the cuts in 
overseas expenditure and domestic investment and the full expansion of 
exports—and even though complete equilibrium had thus been restored to 
the balance of payments as a whole, there would still remain a yawning gap 
in the dollar account, a gap of £250 millions a year, with the gold reserve then 
down to the minimum working level. Incredible though it may seem, these 
are apparently the assumptions on which the Government is working— 
although it can suggest no means of meeting the residual gap and although 
it disclaims in its planning any reliance upon Marshall aid. 

Grim though this official forecast is, the assumptions upon which it is 
based are so sanguine as to be quite unrealistic. What prospect is there that 
the overstrained apparatus of physical control, of rationing and direction can 
in present circumstances achieve a task incomparably more difficult and rami- 
fied than the one it has failed to do in the past two years ? Can any impartial 
observer really believe that allocation systems run by overworked civil servants 
will be able to cope with the minutely detailed work of switching resources to 
the essential tasks, of ensuring a balanced flow of materials and components 
to a host of individual producers—and to do these things without generating 
frictions and bottlenecks which create intolerable wastages of concealed 
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unemployment, without the delays which the inexorable timetable fixed by 
the gold reserve cannot conceivably afford? Anyone with experience of the 
Governmental machine who reflects upon the intricate details, for example, of 
the export programme, with its 150 separate targets and its hope of directing 
the output to particular markets, must know that the task would be impossible 
even if the controls were not already contending desperately against the 
insidiously pervading inflationary pressures. And even the Government has 
admitted that, though the export production be achieved, there is no adequate 
assurance that it would in fact be saleable in markets which yield either the 
particular imports which Britain urgently needs or the types of foreign exchange 
which alone can command them elsewhere. 

Given present policies and techniques, it is mere wishful thinking to 
suppose that Britain’s last line of exchange reserves can hold the breach until 
a new equilibrium is in sight. There have, admittedly, been a few heartening 
symptoms recently, notably the improved trend of coal and steel output. But 
even further progress in these directions will not suffice. Unless the whole 
tempo of the national effort can be dramatically speeded up, unless all marginal 
activities can be ruthlessly suppressed, and unless the nation’s whole produc- 
tive resources can be concentrated rapidly upon essential work, the remaining 
exchange reserves will run out next year—perhaps in its first half—with the 
external account still hopelessly unbalanced. 


In short, Sir Stafford Cripps’s end-October speech, which pointed plainly 
to these grim probabilities, provided the perfect setting for a really “‘ tough ” 
Budget, for an honest attempt to end the disastrous conflict between the 
Government’s financial policy and its physical planning, for financial measures 
which would cut deeply into the clamorous consumer demand that is swallowing 
up all uncontrolled supplies, enticing away those which can be only partially 
controlled, and waging guerrilla war against the supply lines which the Govern- 
ment purports to be able to police. Thus it is that Mr. Dalton’s Budget came 
as the most bitter disappointment of all. The circumstances of his departure 
on the following day evoked a spontaneous wave of sympathy—sympathy 
felt not less sincerely by the abused “ financial scribes ’’ and others who have 
been foremost in criticizing his policy. But such human feelings cannot be 
allowed to blunt the edge of honest comment. The Budget must be condemned 
as a dismal failure to face the facts. 

Nor need criticism rest upon abstruse and debatable calculations about 
the extent of the inflationary gap. The proper function of this Budget, 
regarded from the general standpoint, was to do what all the grim speeches 
and exhortations and directions and cuts in rations have demonstrably failed 
to do—namely, to bring home unmistakably to the masses of the people the 
real extent of the extremity, to compel or inspire in every home a crusade for 
personal economy and forthright effort. The test simply is : How much ‘ worse 
off’ does the ordinary man feel after this Budget ? Judged even by such 
empirical standards as these, the Budget failure is apparent. Even in the City, 
the dominant emotion was a sense of reprieve. Nobody feels hard hit or 
particularly aggrieved—except, perhaps, any abnormally class-sensitive and 
hard-bitten clients of the “pools”. The great army of smokers is puffing 
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with delight ; the smoker-cum-drinker is positively grateful for the penny on 
beer; and the many who have been fortifying themselves against winter 
by installing still more electrical appliances are mightily relieved. 

A more analytical approach yields precisely the same conclusion. The 
decision, long resisted, to introduce an emergency Budget had naturally been 
hailed as a tacit admission of past deficiencies in financial policy. So clear 
was the case for a tougher policy that Mr. Dalton’s statement that the Budget 
was needed simply to meet the “ new situation ’’—created by the import cuts 
and revised export targets—was widely regarded as mere face-saving. It 
seemed inconceivable that he could focus his case exclusively upon the pros- 
pective increase of inflationary pressure, and wholly ignore the damaging 
pressure which already existed. But that is what this Budget has done. In 
the financial sphere, we are still in the phase of ‘‘ phoney’’ peace. Measured by 
the size of the issue which stared him in the face, Mr. Dalton’s formula was 
simply derisory. It is precisely analogous to the grudging concessions made 
by the Chamberlain Government in its final flutterings in 1940 in face of 
insistent demands for a stronger war effort. 

On the false hypothesis upon which the Chancellor elected to stand, there 
was indeed very little which immediately needed to be done. Even on the 
target timetable, assuming full achievement of the export programme, the 
adverse overseas balance in the ensuing twelve months will not be greatly 
smaller than that for the past twelve, and between now and next April it would, 
on the best assumptions, be very large indeed. There was, therefore, no 
immediate prospect of a catastrophic decline in the volume of supplies available 
for the home market, and if the cuts in the investment programme could be 
implemented with a smaller time-lag than the scheduled effort to close the 
external gap, the net overall depletion of the home supply might in the short 
run be quite small. The Government, it is to be noted, has not in general 
adopted the policy of diverting to export the existing stocks of goods ; there 
has been no general embargo on home deliveries from wholesalers. In fact, 
given the virtual certainty that the export effort will fall well below target, 
the additional inflationary pressure caused by the crisis programme will be 
correspondingly less than Mr. Dalton’s hypothesis implied. 

Yet, even by his incongruously restricted standards, the proposals were 
barely adequate. Between now and end-March, this Budget will produce a 
mere £33 millions of additional taxation, and even for a full year it will yield 
no more than {208 millions—proposals which would be rational (though still 
reckless) only if the Government were already convinced of the impracticability 
of its plan to close the overall external gap and were counting very heavily 
upon Marshall aid. Even if the financial situation were already in equilibrium, 
there woul be a prospective inflationary gap, in twelve months’ time, of some 
£700 millions per annum, for that is the approximate annual amount of the 
current overseas deficit which, on the official assumptions, would by then have 
been extinguished. Indeed, the prospective gap would be even larger than this, 
because the goods of which the home market is to be deprived are worth, at 
retail prices, much more than the values assumed when calculating the external 
deficit ; the surplus of consumer spending-power created by the disappearance 
of goods from the home market would therefore be substantially greater than 
the amount by which the external deficit is narrowed. Towards meeting this 
prospective widening of the inflationary gap, a widening by substantially 
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more than {700 millions, the projected cuts in the domestic capital pro- 

me may contribute £200 millions (including private as well as Govern- 
mental outlay) and the Budget proposals will provide {208 millions. It is 
inconceivable that the savings at present planned in other varieties of Govern- 
mental expenditure (especially expenditure abroad and on the armed forces) 
will suffice to make up the difference. 

In short, this Budget not only does nothing at all to reduce the existing 
inflationary pressure but fails to neutralize the large additional pressure which, 
on the target assumptions, will inevitably arise. Prospectively, the clash 
between the excess of domestic purchasing power and the efforts of the financial 
controls will be greater than before, the inducements to evasion and black 
marketeering will become still more attractive, and the disastrous depletion 
of stocks and wastages of resources will continue. 


* 


These, then, are the implications of the Budget which Mr. Dalton intro- 
duced and Sir Stafford endorsed and carried through. How will the prospect 
thus indicated be altered by the change in Chancellorship ? Certainly much 
less than the extreme contrast between the two temperaments at first led 
many to suppose. But it would be equally naive to assume from Sir Stafford’s 
endorsement of the Budget, and his defence of other Daltonian objectives, 
that financial policy—or absence of policy—will continue as before. Despite 
his warning that “‘ no subtle intentions’ should be read into a first speech, 
it is noteworthy that he carefully emphasized—as Mr. Dalton certainly did 
not—that these “ interim ’’ proposals were intended only to “‘ narrow, rather 
than to eliminate ’’ the gap: “if we have to take further steps [next April] 
we shall take them’’. As the facts of the inflationary situation will speak 
even more eloquently then, Sir Stafford’s unconscious fatalism is likely to be 
justified. But a Minister long associated with physical planning might be 
expected to turn first to additional controls rather than to financial methods 
of buttressing existing ones. There is no reason to suppose that Sir Stafford 
at the Board of Trade had regarded financial policy as obstructing, much less 
frustrating, his plans. Yet if this Government is to save anything from the 
wreckage of its hopes and principles, it must act upon this truth eventually ; 
and if the political as well as the national dilemma is once plainly seen, Sir 
Stafford, the stern intellectual, is more likely to be a driving-force along the 
right road than Mr. Dalton would have been. At least he comes fresh to the 
problems of finance, and his supposed prejudices against financial as distinct 
from ‘ direct’ action have not been consolidated—as the Daltonian policies 
certainly had been—by public commitments in this sphere. 

Unless and until the Government perceives that the whole future of the 
Socialist experiment turns upon this very issue, financial policy and economic 
policy will continue to pull in opposite directions. Meanwhile, a tougher 
Budget would mean principally a stiffening of the familiar measures, especially 
those which touch the City—for Sir Stafford has no tenderness for capital and 
profits. 

The only immediate gain, from the wider standpoint, is likely to come 
from the ending of the cheap money extravaganza. It had long been certain 
that Mr. Dalton’s chosen objective—a 2} per cent. basis for irredeemable 
stocks—lay far beyond his reach. Even by the spring, the extreme limit of 
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his remaining hopes must have been to force the market to the point at which 
a 2} per cent. dated stock might be issued to Rail stockholders next month, 
Then the summer’s market collapse forced prices actually below the levels at 
which they stood when the whole spectacular, credit-creating drive started in 
1945. After such a defeat, the City speculators’ hopes of a comeback rested 
solely on the fact that a particularly irrepressible Chancellor had given hostages 
to fortune. But even Mr. Dalton seemed reluctant, in face of criticism, to 
bring the familiar engines of departmental support and money-creation into 
play. He was relying instead upon mere philippics and appeals to patriotism, 

It is not to be supposed that Sir Stafford will do what even his predecessor 
was becoming reluctant to do. In his formal reaffirmation of cheap money, 
indeed, he virtually denies to himself the one really potent weapon—by 
pointing out the inflationary effect (which Mr. Dalton would never concede) 
of departmental support. Stock market capital profits, declared Sir Stafford, 
cannot “extend the inflationary gap unless the private investor sells his stock 
to the Government ’’. Of course, even that is not true, because under present 
conditions of shortages and at present rates of interest, it is unrealistic to 
assume that non-Governmental buyers would reduce their spendings solely 
in order to finance gilt-edged purchases ; hence, if the seller spends his capital 
profit, the total demand for goods and services is increased, even though the 
departmental buyers hold aloof. But that is by the way. Of immediate 
significance is the fact that Sir Stafford is obviously not prepared to use the 
weapon of deliberate departmental support. And austerity Cripps is certainly 
not cast for the réle of market-booster by exhortation, cajolery and threats, 
In short, the days of market-rigging by money creation are over; and that 
is a notable gain. 

On a longer view—and cheap money apart—the chances of a tighter 
financial discipline, which alone can free the clogged wheels of physical control 
and of the production drive, are only slightly improved. This Budget has 
proved to all that such a discipline is impossible without a big inroad into the 
cost-of-living subsidies. But the Government is still uncompromising on this 
crucial issue. The subsidies on leather, cotton and wool, which cost £33 millions 
this year, are to disappear, but the food subsidies, now costing £392 millions, 
are regarded as sacrosanct. The Government’s only concession to the critics 
is to agree that ‘‘in present conditions, it would be impossible to justify a 
further increase’ in this expenditure, which means that any further rise in 
import prices is likely to be passed on to the consumer. But in the event of 
such a rise, the subsidies will be concentrated upon the most essential food- 
stuffs, to provide the maximum cushion where the impact of increased con- 
sumer prices would press most harshly. Otherwise the whole policy remains 
unchanged and both Mr. Dalton and Sir Stafford Cripps vigorously defended 
it on social grounds. In short, even if the Government comes to see that 
this is far from being the purely party issue which it represents it to be, it is 
likely to be too scared to grasp the nettle. Apparently it thinks it better to 
commit hara-kiri than to explain to its rank-and-file supporters that their 
loss from a reduction in subsidies (granted a reasonable cushioning of the 
impact at the lowest levels) would be purely illusory, and that the eventual 
gain to the whole community would be great. The departure of Mr. Dalton 
was bitterly ironic ; the end of the Socialist experiment bids fair to be not lessso. 
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The European Recovery Programme 


HE European Recovery Programme, as Marshall aid has been officially 
 tsptized in the United States (‘ERP’), is making astonishingly good 

progress. Many hurdles remain to be taken before American aid is forth- 
coming on an adequate scale. In particular, President Truman’s message on 
the programme, with its request to Congress to authorize the restoration of 
controls on prices and allocations, may let loose a raging and tearing political 
campaign in which the basic issue of aid to Europe may sometimes be lost to 
sight. But, by and large, it can be said that the American reception of the 
Paris report of the Committee of European Economic Co-operation has been 
sympathetic and understanding to a degree unprecedented in history. 

The pace set by Europe in working out the answer to be made to Secretary 
Marshall has been fully maintained by the subsequent American consideration 
of the Paris report. No less than three committees had been set up by the 
President to work on the problem of economic assistance to Europe. Two of 
them, the Krug committee which was to look into the available physical 
resources from which assistance might be provided, and the Nourse committee 
which was to investigate the wider impact on the American economy, began 
their work while the European nations were still deliberating in Paris. Their 
reports were issued soon after Sir Oliver Franks and his advisers had reached 
Washington to continue the pleading of the case propounded in the Paris 
report. Close on the heels of these two American reports there followed that of 
the Harriman committee, on the basis of which the Secretary of State and the 
President of the United States were to make their specific proposals to Congress. 

The Harriman committee, with its wide representation, was a microcosm 
of the whole nation, and its wholehearted support of aid on a scale not very 
different from that indicated in the Paris report was the first real intimation 
that the European Recovery Programme was likely to meet smoother waters 
than the tempestuous seas most prophets had predicted for it. It was on the 
basis of the Harriman committee’s report that Mr. Marshall drew up his own 
European aid estimates, the estimates on which Congress is now working. 
The general impression that must emerge from the welter of figures flung before 
the public through these various reports is, first and foremost, astonishment at 
the readiness and calm with which the United States is viewing a scheme 
which, however one looks at it, involves what is tantamount to a gift challenging 
comparison in its magnitude with what the United States made available 
through Lend-Lease during the war. That such a scheme should enter the bounds 
of possibility when there is no overwhelming war objective to spur the country 
to this apparent generosity, is a fact of which due heed should be taken in all 
comments on the plan. 

The second point that emerges from this medley of figures is the acknow- 
ledgment by the United States of the validity of the Paris report’s estimates. 
For all the hurry and uncertainty in which it was framed, the Paris report has 
stood up magnificently to the grilling to which it has been subjected in the 
United States. Where the Paris figures have been scaled down, whether in 
the Harriman or Marshall estimates, it has been wholly on the ground of un- 
availability of supplies, not of exaggeration of needs. 
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For the first year, namely 1948, the Paris report placed the required dollar 
imports from the whole American continent at $9.1 billions, showing a deficit 
of $8 billions to be covered. The Harriman report estimated imports from the 
American continent into “ Marshall”’ Europe at between $7.3 billions and 
$8.5 billions, compared with the Paris figure of $9.1 billions. The difference 
between the two sets of figures was mainly concentrated in three categories, 
The first was food, fodders and fertilizers. This was cut by $50 millions as a 
result of the U.S. maize crop failure which was, of course, not known at the 
time of the Paris conference. The second main reduction resulted from cuts 
in prospective steel exports due to increasing domestic pressure on available 
American supplies and unwillingness of U.S. manufacturers to increase their 
capacity. This diffidence of U.S. steel manufacturers springs from their fear 
of a slump in a few years’ time. They can argue, moreover, and quite rightly, 
that a decision to increase steel capacity would mean not more, but less, steel 
for Europe in 1948, since the necessary construction would be a voracious user 
of this material. The third category in which cuts were made on availability 
grounds was that of machinery, the Paris estimates for which were scaled down 
by $500 millions. On this basis the Harriman committee estimates Marshall 
Europe’s deficit for 1948 at between $6.3 billions and $7.7 billions. Of this it 
is suggested that between $3 billions and $3} billions, representing the provision 
of food, fuel and fertilizers, should be immediately regarded as an outright gift. 

The differences between the various plans for the full four-year period are 
even less marked. The Paris report put the global deficit at $22.4 billions on 
the assumption of a moderate decline in dollar prices over this period, or $25 
billions if prices remain unchanged. The Harriman report put the deficit for 
this period at between $17 billions and $23 billions, depending on availability 
of supplies and the behaviour of dollar prices. Mr. Marshall’s figure ranged 
between $16 billions and $20 billions. Quite apart from these programmes, 
there is a demand for immediate stop-gap aid amounting to $597 millions, 
which is intended to meet the urgent requirements of France, Italy and Austria 
until April 1 next, when it is expected that the four-year European Recovery 
Programme, strictly so-called, will start. If these figures can be regarded as 
an indication of what Congress will ultimately approve, most of the hopes that 
have been built around the Marshall speech, and the rapid European response 
to it, will in fact be realized. 

* 

The enumeration and even acceptance of these figures, however, are only 
the beginning of the problem. In themselves they solve none of the issues that 
must arise in formulating concrete plans of assistance to Europe. The first of 
these practical issues is to determine whether American aid is to be provided 
in global terms or in specific bilateral arrangements with each recipient 
country. It can, in the first place, be assumed that Congress will authorize 
only year-to-year appropriations, and will thus wish to keep its own control of 
the American participation in the European Recovery Programme. The 
fight between global and bilateral aid is likely to go in favour of the latter. 
Congress will no doubt be asked to appropriate funds each year in global terms, 
leaving the U.S. administration free to make individual arrangements with 
each recipient country. To require Congressional ratification of each of these 
agreements would be to court complete paralysis of the machinery and to 
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burden Congress with a mass of detailed administrative supervision for which 
it is certainly not well equipped. A good precedent for such action is that set 
by the administration of Lend-Lease, where Congress made block appropria- 
tions, leaving it to the Foreign Economic Administration, a department of the 
U.S. Government, to enter into detailed arrangements with each of the recipient 
countries. 

The next point of detail, but of substance, is whether all the dollars provided 
for the European Recovery Programme should be specifically ‘‘ tied ’— 
available only for the purchase of American supplies—or whether any “ free ”’ 
dollars should be provided to finance purchases outside the United States. This 
isa point of crucial importance and has already been discussed at considerable 
length in the proceedings that have taken place before Congressional com- 
mittees. Immense advantages would be gained if some of the assistance were 
made available for purchases outside the United States—for “ off-shore ”’ 
imports, as they have come to be termed in the discussion of this problem. 
This procedure would make the impact of purchases felt where supplies were 
available and would not concentrate it upon the United States, where it might 
set up wholly undesirable pressures on the level of dollar prices. To make“ free”’ 
dollars available in this way would also help to restore the normal pattern of 
multilateral payments. It would, for example, help to solve Canada’s special 
US. dollar problem by canalizing to that country part of the E.R.P. dollars. 
Similarly, it would help to irrigate the Latin American republics with a part 
of these dollars and would, incidentally, quieten some of the bitter criticism 
with which the programme of help to Europe has been viewed in that part of 
the world. 

But, both on political and economic grounds, American objections are bound 
to be raised against the provision of dollars for these “ off-shore ’’ imports. 
There have been suggestions already that countries which can furnish goods 
necessary for European recovery should become active participants in the 
formal programme and make their own credits available to finance at least part 
of their shipments. This argument can readily be countered in the case of 
Canada, which is already exporting to Europe on credit terms to the limits of 
what its economy can stand. In the case of Argentina and other Latin 
American republics the contention may be harder to answer, especially as 
there is the added objection that “ free ’’ dollars provided by America might 
well come to be used in subsidizing Latin American governments rather than 
in paying Latin American farmers. If U.S. dollars are used to buy Argentine 
wheat at the extortionate price of $5 a bushel which that country can now 
exact, little help will go to the Argentine farmer who still receives about 90 
cents a bushel for his wheat; to the extent of the difference between the 
two figures, the United States would be helping to finance the Peron administra- 
tion. That, however, is a point on which adequate concessions could and should 
be gained from the Latin American countries concerned which must realize 
that by being drawn into the European Recovery Programme in this way 
ped will come into possession of part of the dollars invested in it by the United 

tates. 

_ Fortunately, American objections to provision of dollars for “ off-shore ” 
imports is already weakening, on the important and valid argument that by 
financing part of the European Recovery Programme in this way the impact 
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of its inflationary influences can be diverted from the United States to other 
countries. It is a significant commentary on current economic thinking and 
political emotions in the United States that the objections to assistance for 
Europe are viewed much more in terms of its inflationary effects on the American 
economy than of the appropriation of a given amount of dollars—however 
large. This impression is confirmed by the storm which has arisen around 
President Truman’s proposals to re-establish controls in order to minimize the 
impact upon the dollar price level of revived European demand. This suggests 
that Congressional and public opinion in the United States may take kindly 
to any proposals which involve moderate diversion of the European spending 
to areas outside the United States. This particular aspect of the programme, 
however, may yet raise considerable difficulties and complications; the 
anxiety with which it is viewed from London and other European centres is 
readily understandable. 
+ 

Another issue of vital importance in the Programme is the problem of 
European monetary reconstruction. The hearings before Congressional com- 
mittees have already underlined the view that the re-establishment of some form 
of equilibrium and reality in relative exchange values of European currencies 
must be regarded as an essential prerequisite of economic reconstruction. 
This view was brought out very forcibly in the Paris report, which had also 
suggested a provision of $3,000 millions as a specific allocation for a European 
currency stabilization fund. The Harriman committee, however, expressed 
the view that Congress should not be asked to make this appropriation. It 
considered that this form of help lay outside the scope of American aid but fell 
unmistakably within that of the International Monetary Fund. The Committee 
added that if the present articles of agreement of the Fund did not, in prevailing 
circumstances, allow that organization to send assistance to Europe for 
monetary reconstruction, those articles should be appropriately amended. 

There can be little real quarrel with the view that there should be the 
minimum of overlapping in the international organizations set up or to be set 
up to deal with economic reconstruction. The problem in this particular 
instance, however, is not so much that of stabilizing European currencies and 
restoring some element of reality to their relative values but rather the restora- 
tion of the machinery of multilateral trade within Europe. The stabilization 
of currencies is essentially a domestic problem. It will be solved as and when 
appropriate budgetary policies are adopted and applied in the countries con- 
cerned. Similarly, devaluation of currencies is a measure which calls for no 
direct American participation. All that can be argued about this step is that 
it would seem useless to take it until fairly firm ground has been established to 
provide a foothold. It will be worse than useless to devalue currencies such 
as the French franc until some semblance of order is restored m 
French finances. 

Such reforms, difficult though they may be, call for little direct external 
assistance. But the restoration of multilateral trade, which may also be 
regarded as an essential part of the problem of monetary reconstruction, is 
undoubtedly an achievement which lies beyond the unaided power of the 
European nations. It is really for this purpose that the $3 billions in question 
ought to be used. They would establish a fund which would encourage Euro 
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an nations to accept and hold one another’s currencies with a guarantee 
that any balances accumulated beyond certain limits would be convertible 
into the dollars so provided. This particular task of restoring inter-European 
convertibility of currencies is one which certainly lies outside the present 
authority of the I.M.F. Under the articles of agreement of that organization, 
convertibility or availability for current purposes is an unconditional and 
global concept. The I.M.F., as at present constituted, could take no part in 
the formulation and operation of a regional convertibility scheme of this kind, 
since the balances involved would not be automatically available for making 
current payments in any part of the world. Most of the participants in such a 
scheme would have the protection of the transitional period clauses in the 
[.M.F. agreement and there would be no question of making their currencies 
convertible into dollars. The only exceptions to comprehensive convertibility 
which the I.M.F. articles of agreement recognize are those that would arise if 
one currency were declared “‘ scarce ’’. This is not likely to occur for at least 
two years. It follows that the articles of agreement would have to be signi- 
ficantly amended to fit the I.M.F. into a regional scheme of that kind. It is to 
be hoped, therefore, that the U.S. administration will not take its cue on this 
issue from the recommendations in the Harriman report. Naturally, the 
provision of “free ’’ dollars available to finance “ off-shore ’’ imports into 
Europe would go hand in hand with any scheme to restore a multilateral 
pattern of payments. 

The next matter of primary importance which has emerged from the debate 
on the European Reconstruction Programme is the problem of the extent to 
which, and the manner in which, the European countries could and should pay 
for the assistance received from the United States. On this all-important 
question it had become apparent from the attitude of American spokesmen, 
even while discussions were proceeding in Paris, that some attempt would be 
made to segregate from the budgets of each of the recipient governments the 
local currencies raised by the sale of goods provided under the programme. 
That thesis ran through most of the comments made by members of the 
Congressional] committees that toured Europe last summer and autumn. The 
proposal has found definite shape in the Harriman report. This suggests that 
the local currency receipts from the “ gift ’’ of $33 billions in deliveries of food, 
fuel and fertilizers in 1948 should be used by each recipient country only for 
agreed capital reconstruction works. For the remaining, and larger part, of 
the programme specific payment in local currency would be expected. These 
local currencies—in effect, the recipient Governments’ proceeds from resale of 
the aid supplies—would be used to meet special! American Government ex- 
penditure in the countrics concerned (on the lines of American expenditure on 
scholarships and Fmbassy buildings which is being met out of Lend-Lease 
settlement payments). 

The suggestion is also made in the Harriman report that these funds in 
local currencies might be used to finance American “ stock-piling ”’ of strategic 
raw materials. This is a suggestion which is bound to find a sympathetic echo 
inCongressional circles. But it carries with it considerable dangers. If “‘ stock- 
piling” purchases by the United States administration were to include normal 
commercial requirements which otherwise would have been paid for in dollars, 
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the use of local currencies for this purpose would be virtually equivalent to an 
immediate repayment of Marshall aid to the extent of the amount so spent. 
It would deprive the balance of payments of the recipient European nations 
of the dollar income on which they should rightly be able to count and which 
they have certainly included in the estimates they have made of their hard 
currency balance of payments in the years to come. In effect, the American 
assistance would be converted into a mere short-term loan. It would therefore 
perpetuate—and, on certain assumptions, even accentuate—the disequilibrium 
in payments between Europe and the Western Hemisphere, consolidating to 
this extent the forces which have created the very situation which American 
assistance is now being called upon to remedy. On this score, therefore, great 
care will be needed to ensure that “ stock-piling’’, in each particular material 
involved, is unmistakably concerned only with purchases in excess of the 
normal current requirements of American industry. 

It is difficult, however, to object to the general principle of segregation of 
the local currency proceeds of sales of goods represented by American assistance. 
Just as the impact of that assistance on American economy will, in view of 
current shortages, be inflationary, its effect on the economies of the recipient 
countries will be deflationary. The Americans are obviously entitled to try to 
ensure that this unearned and adventitious relief from inflationary pressure in 
Europe will not be used by the recipient countries as an excuse for abstaining 
from making their own efforts to achieve financial regeneration and particularly 
budget reconstruction. It would be all too easy for the recipient countries to 
include the proceeds of sales of ‘‘ Marshall goods ”’ in their normal budgets— 
as indeed was done with Lend-Lease receipts during the war—and thus to 
avoid, postpone or dilute unpopular measures of retrenchment and taxation. 

But this problem of providing safeguards against such short-sighted abuse 
raises a host of subsidiary problems. Among these is the question of the nature of 
the authority which would have control of the local currency accumulations. 
This issue bristles with dangerous possibilities. It is quite clear that complete 
American control over these funds would inevitably involve encroachment into 
the most guarded preserves of financial and economic autonomy of the recipient 
countries. Some sacrifice of that autonomy may be part of the price that must 
and should be paid for American assistance. But Communist accusations of the 
real intent of the Marshall plan will seem to have real justification unless inordin- 
ate care and tact are exercised to ensure that the control of these funds is 
operated wisely and without cutting across the economic policy of the countries 
concerned. For example, it is easy to envisage the possibility that the ‘‘ develop- 
ment and reconstruction projects ’’ to be financed by the proceeds of the out- 
right gifts for 1948 might prove to be schemes which find no rational place in 
the programme of the country concerned and even run counter to its plans for 
the use of scarce labour and resources. 

Herein lies one of the most difficult of the many subsidiary problems that 
will have to be solved in devising machinery for the European Recovery 
Programme. It should be emphasized, however, that it is only a subsidiary 
problem. Given the goodwill with which the main task, that of convincing 
American opinion of the compelling urgency and the rightness of this vast 
undertaking, is being accomplished, it should be reasonable to count upon a 
satisfactory solution of these subsidiary problems. 
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The Dollar Problem 
By Roy Harrod 


N what follows I shall begin with a short essay in figures and then proceed 
ie some discussion of the policy issues that have been at stake during the 

last two or three years. My purpose in this is not historical research. Prob- 
lems connected with our external balance are still unsolved. An exact under- 
standing of what has been happening in the immediate past is necessary for 
sensible decisions regarding the best line to pursue in future. Unhappily it is 
not possible to glean such an understanding from the facts so far supplied by 
the Government. 

The essay in figures is divided into three ,arts—first, examination of the 
basic facts about the exhaustion of the credits; secondly, the Chancellor’s 
explanation of this exhaustion ; and thirdly, a discussion of how far the “ gap ” 
shown in the earlier paragraphs has been accounted for. 


THE FACTS OF DOLLAR EXHAUSTION 


It is desirable to start with the basic facts. During some fourteen months 
we drew £1,025 millions from the American and Canadian credits and our 
visible adverse balance in that period was £573 millions. 





TABLE I 
(July, 1946—August, 1947, inclusive) 
£ millions 
Expenditure of U.S. and Canadian credits F — ae 1,025 
Adverse balance of trade ic Pad a 573 
Residue to be accounted for se ar ia ia diy 452 





We have no similarly precise figures for the “ invisibles’’. I wish to confine 
conjecture in these notes to the narrowest possible limit. None the less it may 
be well to present, as a target for criticism, a hypothetical table of our current 
invisible account. The figures in it are deduced from the balance presented on 
page 7 of Cmd. 7099 and the prognostication on page 18 of Cmd. 7046. It should 
be noted that my figures are for fourteen months and are, therefore, somewhat 
higher than the annual figures. The figures in Table 1 above value exports 
f.o.b. and imports c.i.f. (in this differing from Table 3 on page 7 of Cmd. 7099), 
Consequently there is substantial positive item under the head of shipping i 
the following table. 


TABLE 2 
(July, 1946—August, 1947, inclusive) 


£ millions £ millions 
Government expenditure abroad 
including relief and rehabilita- 
tion and cost of Germany .. 280 Shipping 175 
Interest, profits and dividends .. 82 Interest, profits and dividends. . 175 
Films .. fa ie oe 20 
Tourists .. ay . ne 30 Other (net) ry is a 55 








Total .. ie 412 Total .. aid 405 
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On the basis of these admittedly hypothetical figures we have an adverse 
balance on current invisible account of {7 millions. It does not seem likely that 
they can be in error by a large order of magnitude, unless some unrevealed 
development has occurred. It may well be thought, however, that the deficit 
is less than the probable error in the figures. None the less, in order to derive 
no unfair advantage I will add it to the adverse balance shown in Table 1. | 
also take account of the contribution to the International Bank which Mr. 
Dalton brought into his account on October 24.* 


TABLE 3 
£ millions 
Difference between drawings and visible adverse balance ie 452 
Less Adverse invisible halance “ av ae its 7 


445 
Less Subscription to International Bank at + 8.75 


Residue to be accounted for se o:8 i ae a+ degias 


So far we are on fairly firm ground. It is possible, however, that a some- 
what larger proportion of the credits were spent on current account than is 
shown in Table 3. In the first place there is the item of £58.75 millions which 
was drawn after August 20 (Mr. Dalton, House of Commons, October 24). 
Since it is understood that this was in respect of amounts already due by 
August 20, and since the trade and invisible accounts, given in Tables 1 and 2 
above, proceed not to August 20 but to the end of August, it does not seem that 
much, if any, of the £58.75 millions can be brought in to explain the residue. 

Secondly, importers to the United Kingdom may have been stimulated by 
convertibility and its possible cessation to demand quick payment, while 
exporters may have been in no hurry to turn in their proceeds. 

As against this, however, account should be taken of the possible time-lag 
between goods passing through the ports and payments being made for them. 
As our adverse balance was greater by more than {100 millions in July-August, 
1947, than in May-June, 1946, this in itself would tend to make the adverse 
balance of payments less than the adverse balance of trade shown in Table 1. 
If, on the other hand, imports are paid for immediately on arrival and exports, 
say, two months later, this would help the Chancellor, since the value of 
exports was less by £40 millions in the earlier period. 

Finally, there were drafts upon the Canadian Loan before July, 1946. 

Taking these points together we might believe that actual difference between 
drawings and the adverse balance was less than that shown in Table 3. It may 
have been as much as {100 millions less. It also appears to be necessary to 
deduct a payment of £25 millions for ships. 

These figures throw out to the Chancellor of the Exchequer a double 
challenge, one concerning policy and one concerning facts. 

In regard to policy we may ask whether it was right to allow such a high 
proportion of the credits, admittedly designed to cover the current deficit, to 


* Since the Chancellor mentioned this item without referring to the gold portion of Britain's 
subscription to the International Monetary Fund, it is assumed that this was paid, as it should 
properly have been, from the gold reserve. 
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be used for capital purposes. Had we had an extra £300 millions in hand on 
August 20, we should still have had £525 millions of unexpended credits. 

The Chancellor may plead that a situation arose, partly perhaps foreseen, in 
great part unforeseen, in which the use of the funds on capital account was no 
longer a matter of choice. Yet this is in itself a criticism. The Government 
had long warning in which so to prepare matters that the use of the credits 
could be strictly confined to current items. The terms of the U.S. Loan were 
known in December, 1945. 

In regard to fact, it would follow from the table that capital assets abroad 
must have been increased and/or liabilities reduced by more than £300 millions 
during the period. This is a matter of simple accountancy. Where did this 
accretion of assets take place ? Or where this diminution of liabilities ? We 
seek in vain among the figures provided by the Chancellor for a complete answer. 


THE CHANCELLOR’S EXPLANATION 


Secondly, we may consider the method by which the Chancellor sought to 
square his account. He based himself firmly in his speech on October 24 on a 
list of objects for which the U.S. dollars were used. He thereby confined himself 
to one part only of the total picture. 

Ir the first place it must be observed that even if all the items on his list 
could be considered approved items, his explanation would be incomplete. 
For the total expenditure as set out by him greatly exceeds our total adverse 
current account during the period, and it would be incumbent on him to show, 
as he does not, that this excess is offset by the acquisition of an equal amount 
of capital assets somewhere outside the U.K. and/or by the diminution of 
capital liabilities. 

Secondly, the Chancellor’s list does not give satisfaction. 

For one thing, in presenting it, he made no reference to the use of the 
Canadian credit of which {187.5 millions had been used by August 20. He 
informed us that {90 millions of U.S. dollars were used for the purchase of 
goods from Canada. Our adverse balance of trade with Canada during the 
period was {203.7 millions. We may therefore allow, although the Chancellor 
omitted this point in his learned disquisition, that {113.7 millions of the 
Canadian credit (viz., {203.7 millions minus {90 millions) was for the purchase 
of Canadian goods. But that leaves {73.8 millions of that part of the Canadian 
credit which was expended before August 20 unaccounted for. Some of this 
may be accounted for by expenditure before July, 1946. 


TABLE 4 
£ millions £ millions 
Drawings on Canadian credit before August 20 .. 187.5 
Less Adverse balance ot U.K. trade with 
Canada during 14 months : a 203.7 
Less Paid for out of U.S. Credit Ar 90 


Drawing on Canadian credit unaccounted for .. 73-8 
From this must be deducted expenditure before July, 1946. 


The Chancellor gave the deficit of the sterling area outside Britain vis-d-vis 
the western hemisphere as {155 millions. According to his figures supplied on 








154 THE BANKER 





August 7 the sterling area deficit in the twelve months ending June 30 was only 
£{12.5 millions. There was something “ phoney ”’ about a further deficit of 
£142.5 millions occurring in the next eight weeks. This £142.5 millions clearly 
does not represent a sum which arose as a normal trading deficit. The whole 
of the £155 millions should be offset by the acquisition of assets and/or 
reduction of liabilities abroad. 

The Chancellor gave the net dollar expenditure, excluding expenditure by 
the sterling area other than the United Kingdom, as £673.75 millions ($1,350 
+ 960 + 150 + 235 millions). This exceeded Britain’s total adverse balance 
of payments on current account in that period by £93.75 millions. 








TABLE 5 
Reconciliation of Mr. Dalton’s figure with Table 3 
£ millions £ millions 
1. Excess of net dollar expenditure by U.K. over total U.K. adverse 
balance of payments, consisting of 
(i) Excess of net U.S. dollar expenditure by U.K. as stated by 
Mr. Dalton, over total U.K. adverse balance of payments 97-75 
(ii) Presumed expenditure of Canadian credit on Canadian 
purchases during 14 months ea wx ree «s 113.7 
: : 207-45 
2. Provided on behalf of sterling area ‘ oe a <5 o* 155 
3. Expenditure of Canadian credit over and above that accounted for 
in I (ii) above .. oe ie ‘% ee a ne a 73.8 
Residue... ae ws aa a sa 436.25 





From this must be deducted the items of unknown quantity, possibly 
amounting to some {125 millions, referred to in the first section above 


(page 152). 
THE UNEXPLAINED RESIDUE 


We have so far been approaching from two points of view the question of 
the “gap” between the expenditure of the credits and the total adverse 
balance on current account during the period. We now come to a different 
kind of “‘ gap’”’. We have to seek from the figures supplied some account of 
what has happened to the residue of £436.25 millions, which is shown in Tables 
3 and 5 (or, conjecturally, to the residue of £311.25 millions). 

In seeking an explanation we have to find our way amid the maze of the 
Chancellor’s various figures. It is an uncertain way and our progress will 
constitute nothing more than a challenge calling for the facts. I emphasize 
this. Where there is an element of conjecture in what follows, the matter can 
be corrected by the provision of information. 

At one time it occurred to me that we should subtract from the residue 
shown the sums spent in repayment of the R.F.C. Loan. As, however, the 
Chancellor, on October 24, in what purported to be an exhaustive list of the 
items in respect of which we had drawn upon the U.S. credit, made no reference 
to this repayment, and as it is hardly likely to have been made out of the 
Canadian credit, we may presumably infer that it was financed by the sale of 
securities deposited against the loan. In that case this repayment cannot 
serve to explain any of the residue. Information on this point is desirable. 

Any increase in our gold holdings during the period wouid of course be a 
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contribution to the explanation. Here again information is required. If a 
substantial part of this residue is in fact balanced by an accretion of gold 
holdings, that raises acute questions of policy in regard to our suspension of 
convertibility, which will be discussed below. 

I next take a figure supplied by the Chancellor in the House of Commons on 
October 24. Referring to a wide area, consisting of a residue, namely, countries 
neither in the sterling area nor in the western hemisphere, the Chancellor said 
that “‘ the total sterling balances of all these countries in Europe and elsewhere 
increased by about {£70 millions ”’. What is very disquieting is that he added, 
in what in the cold columns of Hansard strikes one as a slightly triumphant 
note, as though making a point in his own favour, “so there was no running 
down there’. What the Chancellor was saying was that in all this wide area 
we obtained on balance during the period a net credit of {70 millions. This 
was a figure against himself, in the sense that it has to be added to the £436.25 
(or the £311.25) millions residue, an explanation of which the Chancellor was 
being called upon to give. Adding £70 millions, we have a total of £506.25 
(or £381.25) millions to be explained. From this, however, it may be necessary 
to deduct some amount to allow for a possible capital transfer from British 
securities to the sterling balances of this area. 


TABLE 6 





£ millions 
Residue to be accounted for (Tables 3 and 5) 436.25 (317.25 ?) 
Increase of sterling balances of countries outside ster ling 
area and western hemisphere me «e _ si 7oO 
Total residue to be accounted for ‘ia pe a »-» 506.25 (387.25 ?) 











It is next necessary te look very closely at the Chancellor’s account of the 
“drawing down ”’ of our sterling balances in the sterling area. Out of a total 
“drawing down ”’ of {230 millions in this area, four countries, India, Ceylon, 
Australia and Egypt, accounted for £225 millions. From the £230 millions, 
{20 millions, constituting a gift from Australia, must be subtracted, leaving 
{210 millions. Is the whole of this a contribution towards the explanation of 
the aforesaid “‘ gap’ ? Apparently not. The Chancellor was most emphatic 
that of the £205 millions contributed by the four countries only {50 millions 
—we must possibly add £5 millions for Australia—was swapped for dollars. 
What then of the remaining £150 millions? Does this represent a “‘ drawing 
down ” on account of unrequited British exports ? Surely not. The favour- 
able balance of trade with India during the period was only {13 millions, 
the favourable balance with Egypt was {6 millions ; there was no favourable 
balance with Australia or Ceylon. To this favourable balance of £19 millions 
something has to be added in respect of invisibles. I have not the information 
as regards the balances of these four countries in respect of their trade with 
countries other than each other, the United Kingdom and the area for which 
dollars had to be found. It hardly seems likely that these balances can have 
been unfavourable to an extent approaching the amount of £131 millions (viz., 
{150 millions less {19 millions). In that case, the “‘ drawing down ” of these 
balances cannot be attributed to the adverse balances of trade of the countries 
in question, and we seem bound to seek an explanation for the “‘ drawing down ” 
of the Indian and Egyptian balances in the purchase of sterling securities by 
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Indians and Egyptians. A considerable sum may be involved here, lyiag be- 
tween nothing and, say, {120 millions. This then appears likely to be larger 
than the movement in the opposite direction referred to in connection with 
the increase of £70 millions in the other sterling balances. 


TABLE 7 
£ millions £ mullions 
Unexplained residue shown in Table 6 506.25 (385.25 ?) 

Less Supply of dollars to India, Egypt and 
Australia j 

Supply of dollars to rest of sterling area 

Unrequited British visible — to 

India and Egypt ; ae 

79 


Residue still unexplained ic ac Ls 427-25 (302.25 ?) 





In the absence of information about capital transfers, it might be thought 
proper to give the Chancellor the benefit of the dous: and assume that those 
in one direction in the case of the non-sterling area cancelled those in the 
opposite direction in the sterling area. We should then have 

TABLE 8 
£ mulltoms 
Unexplained residue (Tables 3 and 5). os 430.75 (317.75?) 
Increase of non-sterling area sterling balances ar Jo 
506.75 (384.75?) 
Less Net decrease of sterling area balances tr 210 


296.75 (171-75?) 

We have thus reached the very notable conclusion that even after allowing 
for the “‘ drawing down ” of all the sterling area balances (by £230 millions), we 
still have a round £170 millions to be accounted for. 

It has been supposed that a substantial part of this unexpiained residue 
might be accounted for by a movement of private British capital to South 
Africa during the period. This would be a rational explanation of some of it. 
Unhappily, the Chancellor is quoted in The Times of November 5 as giving a 
figure of £35 millions for the total movement of British private capital to South 
Africa and {10 millions to Eire. It seems to be the case that the more figures 
the Chancellor gives, the more avenues are stopped up along which we might 
find a rational explanation of what has happened to the missing dollars. 

On November 5 the Chancellor gave some figures (Financial Times, Novem- 
ber 6), for the change of sterling balances in a group of seven countries* 
between January 1 and August 20,1947. These show a “ drawing down”’ for the 
whole group of only £2.7 millions. The figures are incomplete since they do not 
cover the last six months of 1946. The changes in the European balances are 
presumably subsumed under the Chancellor’s grand total, already listed, of 
an increase of £70 millions in the sterling balances for the European group. 
The two western hemisphere countries in this list have actually increased their 
sterling balances in this period by £3.9 millions. 


*Argentina, Belgian monetary area, Brazil, Finland, Italy, Netherlands monetary area, 
Portuguese monetary area. 
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Thus the figure totally unaccounted for after allowance for the “ drawing 
down ”’ of the sterling area balances and private transfers to South Africa and 
Eire still stands in the region of £125 millions. 


THE FIGURES SURVEYED—SOME CRUCIAL QUESTIONS 


So much for the essay in figures. It is hard to review them without feeling 
that there has been a catastrophe of major importance. In considering the 
further question whether there has been an element of avoidable mismanage 
ment, it seems that the following questions are quite crucial. 

Why was it that we were not in a position to ask the Americans with due 
notice to defer the date of convertibility ? 

Lord Catto has explained that such a postponement could not have been 
granted without Congressional sanction ; but should he not have been in a 
position, say, on January I, 1947, to make his case to the American Administra- 
tion for deferment ? Surely, if we had approached the Americans at that date, 
explaining that we had done our utmost to make our arrangements water- 
tight but that we had reason to believe that we had not yet achieved complete 
success, if we had given them a demonstration that our desire for postponement 
was not due to any lack of an honest and manful attempt to make the necessary 
arrangements, but only to an extreme reluctance to risk a failure, the Adminis- 
tration would have obtained the necessary Congressional authority for defer- 
ment for another half year or year. After all, this restoration of sterling con- 
vertibility was an important milestone in American eyes on the road towards 
international economic reconstruction. They were fully as anxious as we that 
it should be a success. If, after a year’s work, we still had good reason to foresee 
failure at the appointed date of July 15, it is hard to believe that the Americans 
would not have agreed to our proposal. Anyhow, an attempt could and should 
have been made to secure such agreement. 

Lord Catto’s argument was that we could not provide convincing evidence at 
a sufficiently early date. Does not this suggest a complete misunderstanding 
about the conditions necessary for success ? If arrangements were not water- 
tight by the beginning of 1947, the matter was surely much too important for us 
to take a chance. It was not like the case of some military operation where, 
unless a blow is struck at a certain time, the enemy may get a decisive advan 
tage. The Americans are not so entirely lacking in common sense. If there was 
still a serious reason on January I to suppose that the arrangements would not 
be adequate, postponement was the obvious thing. 

A still more crucial question is this. Why was convertibility suspended on 
August 20? That is a question one would do well to ponder over repeatedly. 
The credits were supposed to be used to finance our current deficit. Owing to 
continued derangements in other countries, it seems that in practice they had to 
be used to finance our current dollar deficit—but we are now having to do this 
out of our gold reserve. Suspension of convertibility did not relieve us of the 
hecessity of financing our current deficit out of our last reserves. The obligation 
of convertibility did not ye us to finance anything besides our current 
deficit. Suspension of convertibility did not redeem us from the obligation to 
do anything that we are not still having todo. What then did we gain by the 
suspension of convertibility? It is evident that the loss has been severe 
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Over and above the loss of British prestige, over and above the recession into a 
further distance of the chance of restoring a multilateral system of commerce, 
over and above the strain imposed on the sterling area and its possible dis- 
integration, we have to set the fact that we have lost {100 millions’ worth of 
good United States dollars. Why did we have to do this ? Surely the answer 
can only be that it was because in August the authorities recognized that if 
convertibility was maintained, we should not only have to finance our current 
deficit out of dollars or gold, but also large, perhaps incalculable, sums in 
addition thereto. That was what we gained by suspending convertibility— 
relief from large incalculable claims upon us. But this fact in itself is a sufficient 
condemnation of the authorities. It proves that the arrangements that they had 
made were not adequate to confine our use of the credits to our current deficit, or 
even to our current dollar deficit. Presumably they feared that sums in excess 
of {100 millions would, to use the phrase to which Lord Catto objects, “ go 
down the drain ”’ after August 20, if convertibility was maintained. 


FAILURE OF ADMINISTRATIVE ARRANGEMENTS 


The authorities might argue that it was impossible in all the circumstances 
to confine our use of the credits quite rigidly to the finance of the current 
deficit. They might claim that there were certain other payments which we were 
more or less forced to make. But if these other payments were of known and 
specified amount, if they were voluntarily releases by the authorities, then they 
do not affect the argument. If these limited payments had to be made in any 
case, then they would have to be made even after we had suspended con- 
vertibility. If any of them were cancelled in consequence of the suspension of 
convertibility, they could have been cancelled in order to maintain converti- 
bility. It is clearly not these voluntary releases of limited amount that were 
worrying the authorities in August. They cannot have constituted an argument 
for suspending convertibility. What the authorities must have had in mind was 
that they might be called upon to make other large payments of unspecified 
amount, and that these could be prevented by suspension. In other words, 
what they must have had in mind was that the arrangements that they had 
made were totally inadequate to confine claims to convert sterling to those 
claims arising from the current dollar deficit and to other limited and specified 
releases. In other words they must have had in mind that the a 
they had made were totally inadequate to the situation. 

Considering the restricted nature of our obligation to convert, we are bound 
to regard the suspension as itself a condemnation of the previous policy. Official 
utterances appear to have complacently ignored this. There has been much 
talk of the rise in American prices, the quantitative effects of which have been 
exaggerated. If we attribute as much to this rise in prices as any one may ask 
us to, it still provides no explanation of why suspension was necessary. It may 
give a reason why the credits were becoming exhausted more quickly than was 
expected ; it may account for the rate at which we are having to draw upon our 
last resources. But it has no relevance to the desirability or undesirability of 
suspending convertibility, for we are having to make these payments in any 
case, and the cuts which we are having to impose on our imports now are not 
in the least reduced, but rather increased by our having to forgo the last £100 
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millions of the U.S. dollars. And so it remains that the reason why we had to 
forgo that sum was not the rise in food prices, but the failure in the arrange- 
ments to ensure that the payments we had to make were confined to those in 
respect of the current dollar deficit. 

Finally, if the authorities plead that the £300 millions of capital transfer 
was all in respect of approved and limited objects, if there was a substantial 
rise in our gold holding (which I have not brought into the reckoning), if in 
fine they plead that the situation was well in hand and the leaks small, then 
the inevitable conclusion is that they lost their heads when they suspended 
convertibility and forfeited {100 millions’ worth of U.S. dollars. 


DEFICIT AND DEBTS—EFFECTS UPON CONFIDENCE 


It must be admitted, of course, that the authorities were presented in 1945 
with formidable problems. Of these, the most outstanding were :—(1) Our 
total adverse balance of trade ; (2) the existence of the large volume of sterling 
balances ; (3) the distinction between hard and soft currencies. Each of these 
was a problem of great magnitude. 

No doubt the most important of all was our current trading balance. 
So long as this was seriously wrong, it was bound to exacerbate the other 
difficulties. It undermined confidence. It undermined that confidence which 
may be deemed to be indispensable to the success oi any convertibility experi- 
ment. It should therefore have been the foremost object of our economic 
policy to ensure that our available supplies of men and materials were released 
in progressively larger amounts for production for export. Yet taking the 
convertibility period as a whole, there was little expansion. The volume of 
exports figure stood at 103.9 for the third quarter of 1946 and 102 for the second 
quarter of 1947. What undermined confidence was not only the inadequacy in 
the volume considered in itself—for it might be reckoned that in one way or 
another we could meet this deficit from our resources for a finite period—but the 
knowledge of the acute manpower and material shortage in Britain which was 
preventing any flow, and for all anyone could see would continue to prevent any 
flow, towards production for export. I have argued in other places that the 
indispensable condition for a foreign trade balance was the holding in check of 
large capital projects. The authorities still do not seem to recognize this. 
Sir Stafford Cripps in his two capacities has still failed to release sufficient 
resources to allow our exports to expand by the amount required. The targets 
cannot be hit if ammunition is not provided. Even in our grim eleventh hour, 
this elementary point of common sense appears not to be recognized. 

Secondly, lack of confidence caused by failure under the first head was 
bound to exacerbate the difficulties arising from our foreign indebtedness. A 
large volume of debt may be carried without too much inconvenience, provided 
that the creditors have a measure of confidence in the future of the country. 
If they lack that, then they will strain every nerve to convert their sterling 
assets into a more desirable form. It has always seemed to me that a bold 
measure of blocking was the right policy. It could have been based upon a 
clear-cut political decision, which would have distinguished between sterling 
assets acquired prior to a certain date and regarded as having arisen out of the 
common war effort, and sterling assets arising out of the ordinary course of 





160 THE BANKER 





business thereafter. An announcement could have been made that blocked 
balances would be dealt with in due course when the country’s position was 
restored to equilibrium. This distinction would have been perfectly clear to 
all. They would have understood the necessity of waiting in regard to the old 
claims. Meanwhile there would have been an immense accretion of confidence 
in the value of new claims. It is the existence of the old claims that continues 
to undermine confidence in the new claims, that is confidence in sterling itself. 

Our actual policy appears to have been quite different. No sharp line has 
been drawn. No advantage has been taken of the point, which could have been 
made a great asset by proper handling, that the old claims arose out of a joint 
war effort. Old sterling and new sterling arising continue to be intermixed 
and it will become increasingly difficult, as time passes, to draw the necessary 
line. 

Thirdly, the distinction between hard and soft currencies ranks as a first- 
rate problem and may well prove to be the most intractable of all. The 
Chancellor, in his defence, concentrated upon the net dollar deficit. It is clear 
that our difficulties during the loan period were increased by our inability to 
balance our external account on a multilateral basis. And what of the future? 

The Minister for Economic Affairs and the Chancellor join in making the 
ghastly prediction that even if our best efforts succeed, we shall still, in 1940, 
be running a hard currency deficit of {250 millions per annum, and drawing 
upon our last resources, if any are siill left to us, to pay for it. This may bea 
paradise for those who favour the conduct of foreign trade on a bilateral basis, 
but to the ordinary citizen it seems a nightmare. I have no doubt that this 
exceedingly black prospect is doing us serious injury here and now ; pessimism 
has become too intense. Many will not put forward their best efforts when they 


see no prospect of relief. Our output of goods must suffer accordingly. It is 
true that at certain periods in the war no gleam of light was visible, but peace 
psychology is different. 


TURNING OuR BACKS ON MULTILATERALISM 


It is my opinion that we set about solving this problem in quite the wrong 
way. Although we had agreed to Bretton Woods and signed the Loan Agree- 
ment, we did not at once proceed to take further measures towards establishing 
trade on a multilateral basis. I suggest that as soon as the terms of the loan 
were settled we should have sought the closest possible collaboration with the 
United States Treasury and State Department in pushing the matter one stage 
further. We had an immensely strong argument. How could we be expected 
to make sterling arising in connection with imports into Britain convertible 
when we could not get convertible currencies for our exports? The next 
logical step would be to see what could be done to make other currencies con- 
vertible also. If general convertibility was impossible, there might at least 
have been a limited convertibility in regard to British exports. Countries 
continued to buy American goods, although they had to pay in dollars. They 
would have bought British goods on hard currency terms if there was no 
other way—always provided that we put ourselves in a position, which we did 
not, to supply needed goods in abundance. The International Monetary Fund 
could have been brought progressively more fully into operation. Had we 
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sought this, it would have been entirely in line with what the Americans were 
seeking, since we should both have been wanting more convertibility. We 
could have worked towards this end in the closest possible collaboration. 

Instead we went off in quite a different direction with our Monetary Agree- 
ments. These were essentially bilateral in character, even though softened by 
some transferability. They aroused suspicion in the United States. We 
should have recognized from the beginning that this soft currency problem 
might prove unsoluble without further assistance in some form from the 
Americans. We could not afford to detach ourselves from the Americans and 
settle matters in quite our own way. We needed the assistance of their influ- 
ence; and we might need more material assistance. But no; we turned our 
backs on the Americans and proceeded on a series of plans which have not seen 
us through, although we knew these were distasteful to the Americans. Who 
can say that the bilateral system is proving effective when we can foresee no 
prospect of meeting a hard currency deficit of {250 millions a year as far ahead 
as 1949 ? 

One consequence of all this is that the authorities are now telling our expor- 
ters to discriminate between their markets. They must push into hard currency 
areas if necessary at the expense of soft currency areas. It must be said with 
emphasis that this is an impractical policy and may go far to diminish the 
force of our export drive. About this there is general agreement among expor- 
ters. To add to the confusion, we may expect changes from time to time in the 
location of hard currency areas. The dollar is not likely to cease to be a hard 
currency, but other currencies may quite well alternate between hardness and 
softness according to the ordinary chops and changes in the balance of inter- 
national trade. How can our exporters hope to build up a steady business when 
they are confronted with ever changing directives of this kind ? 


PROJECT FOR A NEW START 
The recent course of events and our present impasse suggest to my mind that 
we have to begin again at the very beginning in our external currency arrange- 
ments. It is a dark moment in which to attempt this, but, if it is true that 
Marshall assistance in some form is not improbable, this offers a gleam of hope. 
I venture to make a bold suggestion in regard to the British attitude to the 
Marshall offer on somewhat different lines from those usually considered. 


1. I propose that Britain should ask for no direct assistance on her 
own account. (This stark proposal may be somewhat modified without 
inconsistency with what follows.) 


2. In addition to the provision of trucks, fertilizers, etc., the United 
States should establish dollar funds in favour of the beneficiary countries 
other than the United Kingdom. In the event of those countries having 
unfavourable balances with the sterling area after a certain zero date, 
these should be debited not to their sterling balances but to the dollar 
funds aforesaid, an equivalent value of dollars being released for British 
use. The other countries would thereby be deprived of dollars otherwise 
available for their use (in the funds), but they would have had an equi- 
valent value in unrequited British exports. 
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3. In return for this the United Kingdom should undertake out of 
her own resources to make sterling arising out of the unfavourable balances 
of the sterling area vis-d-vis any of these countries convertible into dollars. 


By this arrangement Britain would undertake that the sterling area should 
stand four square against the world in regard to its total external balance of 
trade. This we can and must eventually do—and the sooner it is done the 
better—by a re-development of our productive effort at home. During the 
transition we could draw, as we are now doing, on our gold resources. 

But by (2) all areas embraced within the plan would become hard curren 
areas for sterling area exports. The key idea of the Marshall plan is self-help, 
We should emphasize that the kind of assistance proposed under paragraph 2 
would be of far greater value in aiding Britain to help herself than any direct 
consignment of goods. 

By this plan, sterling and the dollar would become interchangeable 
currencies over a certain area during the period of its operation (save for the 
restriction of capital movements). One might hope that this phase would last 
until a sufficient number of nations were enough restored to bring the Inter- 
national Monetary Fund into effective operation. It would in a sense mean 
reverting to an idea, favoured some years ago by certain American bankers 
who were sceptical of Bretton Woods, of first making a firm link between 
sterling and the dollar and then gradually attaching other nations as and when 
they were strong enough. 

This is a proposal designed to aid Britain to self-help. It is for consideration 
how far this idea could be generalized in regard to mutual dealings among 
other nations. 

There is a fallacy which has taken root in Europe which may be very 
dangerous precisely because it has a strong appeal for Americans. This is that 
large scale capital reconstruction is necessary for the revival of the economies. 
It is natural that it should appeal to the American. He comes over to Europe 
and sees what he may regard as tinpot installations and, thinking of his own 
country, feels quite sure that it is essential to introduce American standards. It 
is most important that we should stress to the Americans that in this funny old 
world, we have a wonderful way of improvising with bits of string, and that the 
introduction of automatic machinery is not an immediate necessity for reviving 
production, whatever we may think of the longer run. 

We must seek to disillusion the Americans of the idea that Europe cannot 
survive unless she embarks upon a large scale capital modernization programme. 
This is likely to waste American assistance and intensify all the specific diff- 
culties which arise from the inflationary pressure throughout Europe. It will 
defer recovery in the vital matters of currency reform, the restoration of 
circulating capital and the revival of productive effort. 

Meanwhile, in regard to Britain’s own problem we should emphasize to the 
Americans that the one supreme need in restoring self-help here is that we 
should be able to get hard currency for our exports wherever they go. This 
should be our theme song in all discussions relating to Marshall assistance. 
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Banks and the Export Drive 


I1— Methods of Securing Payment 


By Service Etranger 


HE banks are playing a big part, and will play an increasing one, in the 
T tattle of the balance of payments—by oiling the wheels of the export 
drive. A first article in THE BANKER last month explained the wide range 
of advisory services which their now very active Foreign Departments offer 
to exporters of all kinds, whether experienced or inexperienced. It also dis- 
cussed the organization of the Foreign Department and some of the internal 
blems arising from the need to keep in intimate contact with the local 
branches through which many of the export enquiries necessarily flow. This 
second article deals with the vital question of the facilities provided by the 
banks for ensuring payment for exports and handling of related documents. 
It is addressed primarily to the export interests themselves, but should be of 
assistance also to branch managers and other local officials who have not in 
the past had much contact with this kind of work. Necessarily, the account 
is selective rather than comprehensive, and focuses upon the practical aspects 
of the principal alternative procedures most likely to be required under present 
trading conditions. 

First, however, one word more to the bank official rather than to the 
exporters whom he seeks to serve. Experience unhappily shows that the 
specialists working in the Foreign Departments of the big banks are not always 
so sympathetic with exporters’ difficulties as they might be, for to them the 
intricacies of technique are all too familiar. With the “ foreign business ”’ clerk 
ata branch it is otherwise, for he has to try to know a little of everything and so 
can readily share in his customer’s puzzled approach to the tangle of licences, 
forms CD3 and all the rest of it. Yet it is of the utmost importance that the 
specialist should be tolerant and helpful—important even to the specialist 
himself, for otherwise mistakes in the documents sent up from the branches 
will multiply and make his work even more arduous. Sometimes assistance 
has to go all the way, as where a manufacturer (one, perhaps, with a consider- 
able home trade) ventures into foreign business for the first time. 

Suppose he has been asked by a Ruritanian to quote for the delivery c.i.f. 
of £10,000 worth of goods in four shipments spread over the same number of 
months. His first reaction is that overseas business is too much trouble to be 
worth while ; but then he reflects on the propaganda for exports. He thereupon 
consults his local bank manager. If his works are in a small country town he is 
unlikely to receive much help on the spot ; as the business appears complicated, 
the manager will probably put him into direct touch with the bank’s foreign 
department. This kind of case will be difficult to handle there by corres- 
pondence ; even if it means his setting aside a whole day, the manufacturer will 
probably be well advised to make the journey to London. The problems in- 
volved may turn out to be really complicated. A bank’s first reaction to the 
combination of un..nown buyer and tyro exporter is to advise the latter to 
stipulate for payment by means of a confirmed irrevocable London bank credit. 
This procedure is not hard to explain to the prospective exporter, but it may 
be that the buyer has good reasons to object to such terms. Perhaps the 
opening of credits by Ruritanian banks is an expensive business for importers, 
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who may be called upon to deposit the equivalent in local currency when 
instructing the local bank. Perhaps the goods are subject to a resale arrange- 
ment which would leave the first buyer out of his money for an uncomfortably 
long time if he were forced to pay against documents in London. Perhaps there 
is something in the Ruritanian exchange regulations which prohibits the 
opening of credits for this class of goods. If there are obstacles such as these, 
the seller will have to study less attractive methods of securing payment. 

When exports are paid for by means other than by a London bank credit, 
there are two choices open to a seller who is unwilling to send the documents 
direct to the importer. First, a credit may be opened at a bank in the buyer's 
centre. This may have several of the advantages of a London credit, and it 
amounts to substantially the same thing if the importer’s bank can arrange for 
the credit to be “ confirmed ”’ to the seller by a London bank, and if it is certain 
that local exchange regulations will not raise difficulties about the remittance 
of sterling in settlement. There are many countries, however, where it is unsafe 
to assume that such exchange freedom, if it exists to-day, will continue until 
to-morrow. The regulations and tendencies in the importing country should 
therefore be examined with care-—with the assistance, of course, of the experts 
of the London foreign department, for such regulations are complicated. 

Usually, the exporter who cannot secure payment under a direct London 
credit or one confirmed by a London bank finds it best to adopt a second less 
favourable method: he draws a documentary bill and passes it through his 
banker for presentation to the drawee, who will normally be the buyer himself. 
Sometimes the documents are deliverable against payment of the draft, some- 
times against acceptance, and either way there is risk of default. Whatever 
the terms of payment, the exporter should insist upon an assurance from the 
importer that he holds a valid import licence (if such be necessary) and—if 
payment is to be made other than by a London credit—that the licence carries 
with it an appropriate local exchange permit to obtain and remit sterling 
(occasionally, of course, the London authorities may have sanctioned the 
receipt of proceeds in a freely transferable currency, such as dollars). It 
is obvious, also, that a documentary collection transaction calls for previous 
inquiry about the drawee’s solvency and business morality, for in most 
countries legal remedies against a defaulter are not worth seeking in practice. 

Suppose the hypothetical manufacturer is forced to do business on this 
documentary collection basis. As he is new to this type of trading, it may be 
necessary to start at the beginning and teach him how to draw a bill, what 
documents to attach, what is meant by “ protest if unpaid ’’, the limitations 
on insurance in Ruritania should the goods not be taken up, and so on. It 
may happen that he will wish to sell the bill to his bank, in order that he shall 
not be out of his money. This is a point that should be cleared up before the 
bill is drawn, as it may make a difference to the way the bill itself is phrased 
(e.g. as when the buyer is resident in Australia or New Zealand). It is also 
important to be clear at the start which of the two parties will pay the banks’ 
charges, for this matter, too, affects the clausing. 

It not infrequently happens that the buyer asks that the bill shall be 
presented to him through a particular bank in his city. Usually, the London 
bank accepts instructions of this type without demur, but instances have arisen 
where the drawee’s bank was known to be of such poor standing that the London 
bank has insisted upon using its own local correspondent as an intermediary. It 
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must never be forgotten, however, that if the bill is passed through a stipulated 
bank, that bank is legally just as much the agent of the London remitting bank 
as if it had been a freely chosen correspondent. Some banks, in the form of 
agreement between them and the exporters, expressly declare that they shall 
not be held liable for the wrongful acts or omissions of correspondents, but how 
far this renouncing of responsibility would be effective in law is uncertain. 

Whether an exporter intends to obtain payment on a collection basis or 
by means of a documentary credit, he will have to face certain risks common to 
all foreign trade in these days. Most exporters obtain their quotas of raw 
material from the Ministry of Supply or Board of Trade on the basis that a 
large proportion of their manufactured goods must be exported ; a failure to 
export is li’. ly to involve a reduction in the next quota. Many exporters, 
however, have regular or well-ascertained markets and the quota arrangement 
works fairly well unless, as too often happens, the Governmentsin those markets 
clap on drastic import restrictions, cancel existing licences and generally be- 
devil the contracts upon the strength of which work has been put in hand. 
Time and time again exporters have found that they have to cast round quickly 
to discover alternative outlets or else lose their quota rights. Before the war, 
if an order from abroad were suddenly cancelled and there were no other 
immediate export opening, the goods could frequently be diverted to the home 
market. To-day this measure of relief is generally not available, the goods 
simply have to be exported and a manufacturer may find himself with an 
uncomfortable proportion of his capital locked up until he can find a fresh 
buyer. 

ees play a far more prominent part than formerly in hampering trade. 
At the very outset, permitted supplies of raw material may not arrive to time, 
with the result that the finished goods may not be ready by contract date. 
Then will follow consequential troubles—the import licence will have run out, 
the expiry date of the credit will have passed. So long as the importer con- 
tinues to want the goods, he will be willing to extend the validity of the credit ; 
but he has no power to make his Government renew the import licence, and 
to-day there are many instances of exporters’ being forced to repatriate refused 
goods because of initial raw material troubles. 

Some exporters, however, themselves cause. the troubles from which they 
suffer, by failing to read the terms of the letter of credit sent to them by the 
advising bank. Obviously, a prudent exporter will study the conditions carefully 
tomake sure that he will be able to comply with all of them. Unfortunately, it 
is frequently found that many exporters, particularly the smaller men, do not 
seem able to understand that banks are compelled to insist on strict compliance 
with the terms of a credit. Over and over again it happens that an exporter 
will have had a credit available for weeks and then, at the last possible moment, 
will have turned in documents which have to be rejected for some flaw 
that a few minutes’ preliminary consultation with the bank could have 
obviated. In the greater number of cases the beneficiary is not a customer of 
the bank advising the credit and it may be that he thinks he will not get his 
troubles listened to if he goes to a bank other than his own : this is an entirely 
baseless fear, for it is in a bank’s interest to give all the help it can to a bene- 
ficiary in the preparation of his documents. 

Lawyers have quite rightly given much thought to the legal theory lying 
behind the dealings between a bank and the beneficiary to whom it advises a 
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credit. The relationship is not the banker-customer one which other types of 
transactions have made familiar,* and one modern authority has carefull 

discussed no fewer than seven possible contractual bases for this widespread 
type of business. The working banker cannot be expected to spend much time 
on legal theory, but he will better understand many of the things he is called 
upon to do in connection with credits if he spares a few minutes for considera- 
tion of basic principles. The most important of these is that the bank is not a 
party to the contract of sale; that is a matter between buyer and seller. Al] 
the banker has to do in this context is to mind his own business as set out in the 
promise he has given in the letter of credit : or as the same writer has put itt— 
“The banker’s promise being absolute, he is not concerned with disputes 
between the buyer and the seller, as the contract between them does not control 
the letter of credit, but must accommodate itself to the letter of credit.” 

A failure to grasp this distinction may cause great trouble. No better 
instance could be found than that in the American case of Frey v. Sherburne 
and the National City Bank of New York (1920). The plaintifis entered into a 
contract with the first defendants to buy some sugar. The contract provided 
that the plaintiffs should furnish an irrevocable letter of credit for the full 
amount of the seller’s invoices. A further term of the contract stipulated— 
‘‘Should any unforeseen circumstances as accidents, stress of weather, etc., 
prevent the steamer or steamers hereafter declared against this contract from 
clearing within the time specified above and the sellers or their agents be unable 
to supply other tonnage of equal character and capacity, the buyer has the 
option of cancelling such portion of this contract, as has not cleared within the 
time specified above.” 

This provision was not embodied in the letter of credit. Under the terms of 
the contract, the buyers (acting within their rights) cancelled a portion of the 
contract, and then brought an action to restrain the bank from honouring 
drafts covering shipments of sugar the purchase of which had, it was alleged, 
been cancelled. The action against the bank failed, on the indisputable ground 
that the buyers had no right to restrain the bank from paying drafts drawn by 
the sellers within the terms of the letter of credit. The plaintiffs’ only remedy 
was an action against the sellers for damages. 

The next point is related to the one just discussed. The bank’s duty is to pay 





































* See, for example, ‘‘ The Banker-Customer Relationship : Should It Be Formalized ?”’, im last 


month's tssue.—Ed. 
t A. G. Davis: The Law relating to Commercial Letters of Credit. 
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against documents, not against goods. If the documents are in order the bank 
is not concerned to enquire into questions of quality and quantity. The buyer’s 
frequent inability to realize this is a constant source of trouble and makes it 
all the more important that the bank shall make sure that the seller has 
complied strictly with his obligations under the terms of the credit. If there is, 
for example, a condition that the goods are to be shipped on a particular 
steamer leaving about the middle of a particular month, no dock strike or 
labour troubles will justify a bank in accepting a bill of lading showing later 
shipment. 
ES 

As more and more manufacturers hitherto unaccustomed to selling abroad 
are roped into the export effort, the réle of agents tends to become relatively 
more common. These agents fall into various categories. First there are the 
independent concerns working on a commission basis. The commission is 
usually about 5 per cent. and as a general rule this class of agent does not come 
into contact with the banks, not at least in relation to documentary credits. 
Having obtained an order for his principal and having obtained the buyer’s 
signature to the principal’s contract, the agent becomes simply the recipient 
of periodical commission payments from him as a separate transaction, and 
the credit is opened direct by the buyer in favour of the exporter. It does 
occasionally happen that a bank is instructed to deduct commission from the 
amount paid to the exporter and remit it to the agent, but such a procedure is, 
as yet, little favoured. 

More important than this type of agency are certain others, giving rise to 
transferable and divisible credits. The procedure in a simple transferable credit 
is frequently direct, in that the beneficiary—for example, the agent or export 
merchant—endorses, and thus transfers, the credit instrument to the transferee 
—the export manufacturer—and then settles any price difference direct with 
him, outside the credit. Where thisis not possible, and the beneficiary wishes to 
transfer to a third party at a different price and for a smaller amount, he must 
surrender the credit to the issuing bank, which will then issue a new credit 
instrument to the transferee at the amended price and amount, endorsing the 
original credit with the amount so transferred. Now, although the amount 
and the price are thus changed, no alteration must be made in the conditions 
of the original credit-—the goods, for instance, must remain those already 
called for. 

As regards the transferable and divisible credit—a rarer type—the original 
credit must be surrendered to the issuing bank, which will then issue new credits 
to the various transferees, if necessary at varying prices. Each transfer will 
be endorsed on the original credit instrument and each “ new ” credit will be 
subject to the original terms and expiry date. 

The bank must take care in all these cases not to disclose to the buyer the 
names of the transferees or the prices on their invoices. As a safeguard the 
transferees’ invoices are surrendered to the transferor after payment and he 
substitutes for them his invoices in favour of the buyer against payment by 
the bank of the balance due to him. 

How all this works in practice may be illustrated by an imaginary though 
valid example—A, in England, receives an order from B, in Ruritania, for a 
shipment of chemicals. For some reason the British authorities will sanction 
the transaction only if payment is to be made in Swiss francs. The Ruritanian 
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authorities, badly needing the goods, give the buyer the necessary permit and 
he accordingly instructs his local bank to open a transferable credit in Zurich 
in favour of C, A’s Swiss agent. C thereupon transfers a part of the credit— 
its full amount less his profit—to A’s bank in London, through a Zurich bank. 
This transferred credit can also be on a transferable basis in its turn, for 
example to enable A thus to pay for the chemicals bought from D, to whom 
the London bank can issue a further credit for a smaller sum. D would then 
lodge his documents with A’s bank against payment, his invoices would 
thereupon be replaced by A’s and A would be paid his “turn’’. In Zurich 
a further exchange of invoices takes place along the same lines, so that all 
parties are satisfied. 

The importance of securing only reliable agents is obvious ; it is well known 
that a large number of so-called agents are very undesirable parties. The 
machinery of the transferable credit provides some protection to manufacturers 
and genuine principals who, maybe, are being forced out of their customary 
markets by circumstances beyond their control and who cannot do more than 
make the usual formal enquiries about persons who claim to be able to find them 


fresh openings in other places. 






















A further article next month will discuss, among other practical problems, 
the important questions of despatch of goods “ on consignment ”’, warehousing 
of goods and their release against trust receipts, and will examine the rdle of 
the banks in assisting and protecting the exporter in such operations. 
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Reparations and Partition 
By M. J. Bonn 


HE recent decision by the Western Allies to dismantle a wide range of 
"T German industrial plants, and Britain’s inability any longer to afford the 

drain on her resources for sustenance in the British zone, bring the problem 
of Germany, never far from the centre of the international political stage, back 
into the full glare of limelight. The whole problem, especially the dismantling 
decision, recalls disquieting memories of the period between the wars. It is 
well to see the issue in perspective before focusing on its latest guise. 

Indemnities, nowadays called reparations, have always served several 
purposes. Losers were expected to compensate winners for the expense in- 
curred in defeating them ; the burden on their finances was supposed to deter 
them, at least for some time, from trying their luck again. Victors sought to 
get rid of inconvenient rivals—as the Allies did at Versailles by confiscating 
German ships and German foreign assets; they then hoped, moreover, to 
reduce Germany’s war potential by making France the Continent’s leading 
steel-master. The plan miscarried. By 1929 Germany without the Saar was 
producing 16 million tons of crude steel and France not quite 10 millions. The 
failure was not due to France’s inability to carry on large-scale production, 
as some arrogant German industrialists pretended: the members of the 
“ Comité des Forges ’’, the ‘‘ Schneider-Creusot ”’ and the ‘‘ De Wendel ”’ were 
quite as “‘ tough guys ”’ as their German counterparts. As so often happens, 
geography beat politics. So long as Alsace-Lorraine was part of Germany, its 
steel output found a ready market in that country ; it paid German owners of 
Lorraine steel works to run them with Ruhr coke and to use French ores in the 
Ruhr. But after the expropriation, the newly-built German plants were 
switched to Swedish and Spanish ores with an iron content of 51 per cent. 
and 63 per cent. respectively, against 39 per cent. for French ores. The Ruhr 
plants were within easy reach of world markets; the Lorraine works were 
land-locked. Once the German market was closed to them, only the Swiss and 
the Italian markets remained. They had to come to terms with their German 
rivals; in the International Steel Cartel, the Germans took over a limited 
import quota from France. 

* 

The Potsdam reparation plan concentrated on physical capital goods. At 
Yalta, Russia and the United States had hoped to squeeze about 20 milliard 
dollars out of Germany, half of which was to go to Russia. On Britain’s 
insistence no fixed sum was set at Potsdam. The bulk of reparations was to 
come from the removal of industrial capital equipment not needed for German 
peace economy. Russia and Poland were to be satisfied from a Russian zone 
including Germany east of the Oder-Neisse line, provisionally handed over to 
Poland. This zone covered about 88,o0c of Germany’s 182,000 square miles. 
Claims were to be met by “‘ removals ’’. The term was not defined ; it evidently 
comprised the right to take anything not attached to the soil. Lands, houses, 
mines and other fixtures left by the ten to twelve million Germans (24 millions 
from Czechoslovakia) who either fled, were killed or deported, were taken 
over without compensation. They do not seem to figure in reparation accounts. 
The Western Powers limited themselves to the removal from their zones of 
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such industrial capital equipment as was not necessary for a German peace 
economy ; one quarter of it was to be given to Russia in order to bring up her 
share to a full half of the total. 

The first purpose of reparations, as President Truman put it, “‘ was to take 
out of Germany everything with which she can prepare another war . . . we 
do not intend again to make the mistake of exacting reparations in money, and 
then of lending Germany the money with which to pay ; reparations this time 
are to be paid in physical assets ’’. By February 2, 1948, all removals were to be 
terminated—though Russia was given three years longer to pay for 15 per cent. 
of the receipts from the West. The scheme looked grand and simple in com- 
parison with its Versailles predecessor, which had to be scrapped after thirteen 
years, during which it had produced one crisis after the other. 

The Nazis had strengthened their war potential by looting the industrial 
equipment of occupied countries. They had planned to concentrate after the 
war all essential industrial production in Germany proper. Allied and subject 
nations were to be limited to agriculture and to extractive industries ; from 
areas the resources of which could not be removed, populations were to be 
expelled and replaced by Germans. The Nazis were bent on decimating if not 
extirpating inferior races ; they did not mind the social consequences of de- 
industrialization ; they favoured a depressed standard of living amongst their 
satellites. The Potsdam reparation scheme was a crude copy of this brutal 
original. It fitted in well with the needs of Russia, who wanted to reconstitute 
as quickly as possible her war potential, irrespective of cost, and who did not 
mind creating chaos. 

Its chief Western exponent was Mr. Henry Morgenthau, Junior. Pastoralisa- 
tion was to destroy Germany’s industrial war potential—he even proposed the 
closing of the Ruhr coal mines. Neither he nor his associates seem to have 
grasped at that time that they were proposing an industrial revolution in 
reverse, in a country with a population density of 382 per square mile (for the 
whole of Germany). The main burden fell on the British whose zone included 
the Ruhr ; destruction of its industries was the main object of the plan. The 
flight of the Germans from the Russian and the Polish zones and the deporta- 
tions Poland, Czechoslovakia and Hungary were permitted to carry out, turned 
a hazardous experiment into a hopeless gamble, for the Western Allies were not 
prepared to follow the Nazis and to use de-industrialization as a means of race 
extinction. The population of Western Germany jumped by 16 per cent., 
from 43 millions to 50 millions. The Anglo-Saxon representatives at Potsdam 
had connived at this mass migration. They can hardly have hoped that it 
would ever be reversed, when 5 million Poles were infiltrating into these 
contested regions, notwithstanding Stalin’s assurance that Poland’s frontiers 
would be settled only at the peace conference. They donot seem to have recogniz- 
ed that this sudden population switch, to a country which provided barely half its 
food supply, made de-industrialization impossible, even if it had been feasible 
before. The British, it is true, tried hard to raise the production ceilings, 
especially for steel ; but they never attacked the findamental unsoundness of 
the scheme, not even after its financial break-down. Instead of getting repara- 
tions, Great Britain had to spend about {160 millions in order to keep the 
populations in her zone barely alive. 

The Potsdam reparation scheme has, in effect, permitted the partition of Ger- 
many. It has enabled Russia to integrate the resources of her zone with her own 
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economic system, and to withhold them from the West. Whether she uses its 
current production for reparations or for sales to herself and foreign countries, 
especially countries with hard currencies, its output or proceeds are lost to the 
West. She has deprived the Western zone of a source of supply, after having 
increased its needs by dumping seven million people on it. The clause that 
“ during the period of occupation Germany shall be treated as a single economic 
unit ’’, inserted at the insistence of the British at Potsdam, has been ignored. 
The several branches of administration in which unity was to prevail had been 
enumerated. But Russia has refused to co-operate in creating a central 
financial agency ; she has held up currency reform. She had abused the print- 
ing press and had issued unlimited quantities of military occupation notes. 
The United States was unwilling to let her print the new currency in Leipzig. 
She erected an economic barrier west of her zone, which was far more difficult 
to surmount than frontiers of sovereign states. 

Russia, moreover, considered herself entitled to ‘‘ democratize ’’ her zone 
in the way she has been democratizing other countries. She wants Eastern 
Germany to be friendly and according to her well-known principles this is 
possible only after a more or less “‘ classless society” has been established. 
The clause about economic unity did not say anything about Germany’s social 
structure. There was an active Russian party in the zone—both Thuringia and 
Saxony had been hotbeds of communism in the Weimar Republic ; there were 
large estates which could easily be cut up by a government which wanted to 
win over the proletariat, and which did not worry whether or not an improvised 
reform—for there was no adequate technical equipment available—would 
reduce output. The Soviets expropriated a large number of industrial plants 
and vested 23 per cent. of all Eastern industrial plants in their own Government, 
77 per cent. of potash mining, 51.8 per cent. of the chemical industries, 48 per 
cent. of electrical plants and 36.8 per cent. of engineering works—a proceeding 
which certainly was not in accord with the removal clauses of the Potsdam 
agreement. They broke the economic unity of Germany, probably beyond 
repair. They did not prevent an interchange between the two halves-—-much 
business has been done between Soviet Russia and the “capitalist world ’’—but 
they made the social and political structure of Eastern Germany fundamentally 
different from that of Western Germany. A communist and a capitalist 
sovereign state can easily co-operate, but a sovereign state half of which is 
communist and the other half anti-communist is a house divided against itself. 
A loose political confederation might be established, but it is nearly impossible 
to re-create economic unity. 

% 

The Western Powers tried hard to prevent the break. They were willing to 
abide by the Potsdam agreement as a whole, even after they had recognized its 
fundamental defects. The only pressure they exercised on their Russian 
partner was to slow up removals of industrial capita! equipment from the 
Western zones from which most of their own reparations was to come. It had 
been assumed that 66.6 per cent. of Germany’s total industrial equipment not 
needed for her peace economy was located in these zones ; 33.4 per cent. in 
the East ; a quarter of the Western equipment, 16.6 per cent. of the total, was 
to go to Russia. The Western Allies held back deliveries. The British and 
Americans had come to the conclusion that the de-industrialization of Germany 
on the scale originally planned would end in chaos. But they did not face the 
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situation squarely. They were willing to go on dismantling on a somewhat 
reduced scale, provided the Russian zone returned to the fold. Otherwise 
they would be forced to accept the situation and organize Western Germany as 
a separate unit. The several bi-zonal agreements showed they were in earnest : 
France, naturally, was recalcitrant—she did not seem to mind social chaos 
so much as well-equipped German steel plants. The actions and non-actions 
of the bi-zonal powers provided Russia with a kind of posthumous justification 
for her own proceedings. As she disliked the prospect of an orderly Western 
Germany, rich in industrial potential, under the domination of capitalist 
powers from which she was excluded, she professed herself willing to restore 
the economic unity she had destroyed; having carried her work of semi- 
sovietization far enough, she had no objection to returning 20 million sovietized 
Germans 1s to a united German body-politic. They would form a communist 
wedge and morally encourage all communist activities in the West. Ina 
re-united Germany, Russia could play a leading part; but, once de facio 
partition was legalized, she would be ousted from all ¢ chances of control in 
Western Germany where, under capitalist tutelage, an ‘‘ arsenal of democracy ” 
might be organized. Western Germany would become part of a Western 
economic federation, the bugbear of Soviet policy 

The United States has boldly reversed her sae. She has scrapped what 
a senator called the asinine plan. Both the Harriman committee and Secretary 
Marshall have gone out of their way to insist that Western Germany must 
be made a going concern. British policy is hesitant. It realizes, perhaps better 
than the United States, the difficulties of making Western Germany self- 
sufficient. It does not want to develop a potential rival's industrial capacity 
too far, and apparently would prefer Western Germany to find both markets 
and supplies in Eastern Germany. But even the most intensive intercourse 
with the Eastern zone will not provide markets for the output of plants which 
have been dismantled, or satisfactory employment for workers who have lost 
their jobs through removals. As the British have not given up hope of winning 
back Russia, they have decided on a half-way measure. They would be 
prepared, by agreement with the Allies, to reduce the number of plants to be 
dismantled. At present, 682 plants are to be dismantled, of which 302 are 
classified as armament works ; of the rest, 224 are engineering plants, 92 steel 
plants, and 42 chemical plants. Fifteen plants have already been broken up 
and 99 are in process of dismantling. Only 50,000 workers are directly con- 
cerned ; but as many of the plants are “ key plants’’, a multiplier is bound to 
work in many directions. This proposal has inevitably aroused violent re- 
sentment among the German working class. The military authorities have 
been forced to use threats. There is grave danger that the dismantling of 
industries will become the grievance Nationalist agitators are looking for, and 
may poison relations just as the 1919 reparation settlement did. Dismantling 
should not be continued merely in order to implement a treaty already broken, 
or in the hope of winning back Russia. The prospect of getting another 16.6 
per cent. of Germany’s total surplus war potential would hardly make her 
change her policy ; even if its value had remained very high, it could not 
induc e her to sacrifice the political advantages she has gained by two years’ 

‘ sovietization ’’. It would have been useful to get machinery immediately ; 
by now it is hardly worth while packing up and transporting. If Great Britain 
really wants Russia to join in the control of the Ruhr, it would be far better 
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to let her come in first and make her share the blame for the dismantling 
policy, instead of trying to conciliate her by doing a little removal before she 
returns to the fold. In any case the only essential objective of dismantling 
is security. 

* 

Does “ security ’’ really demand the dismantling of a large part of Germany’s 
remaining industries ? The loss of all Eastern Germany with its surplus grain 
production, of the industrial centres of Silesia and the two Saxonies—not to 
mention the Saar (potential steel output 2.5 million tons)—has already 
weakened Germany’s industrial potential both on the raw material and on 
the processing sides. Before these amputations German war potential was very 
impressive, so far as processing industries were concerned. But it was extremely 
vulnerable on the raw material side. Germany lacked nearly all essential raw 
materials for war industries, apart from coal, potash and nitrate. She was 
especially deficient in iron ores. Even after she was mining very poor ores, 
her pre-war output reached only 13 million tons in 1938, whilst her consumption 
in the Western zones was nearly 35 millions ; at that time France produced 37 
million tons, of which she exported 19 million tons. Yet Germany’s crude 
steel production was 23 million tons, compared with the French 6.2 millions. 

Surely it would have been easy to prevent Germany’s illegal rearmament by 
controlling her imports of iron ore, nickel, copper, and the many alloys in which 
she was deficient. It is clear, too, that France, so far as natural resources are 
concerned, could have speeded up her own steel production very much. Hitler’s 
clamour for free access to raw materials was utterly dishonest, for during that 
period—until the last stages of the general rearmament phase—raw materials 
went begging. But for her imports, Germany could never have expanded her 
processing equipment: her western zones imported 39 million tons of iron ore 
in 1938. The rapid extension of Germany’s war potential was due to her 
political and military successes. Austria and Czechoslovakia added a capacity 
of 2.8 million tons of steel ; France, Belgium, Luxemburg, Poland and Hungary 
another 18 millions. The total capacity (1929) of annexed and occupied 
countries almost equalled Germany’s maximum output of 23 million tons. 
Even then she would have been very vulnerable but for support and supplies 
from Russia. By now Germany’s economy has become so brittle that further 
dismantling involves dangerous social tensions. Had the entire pre-war 
potential of the western zones remained intact, it could not be worked without 
huge foreign imports. The steel works of the Anglo-American zone will need 
about 8 million tons of foreign iron ores to reach an output of 7 to 8 million 
tons crude steel by 1951 ; the discussion whether or not the present ceiling of 
10.7 million tons should be lifted looks a little unreal, when the maximum to 
be hoped for is 8 million tons. (The maximum capacity of the bizone is esti- 
mated at 12.8 million tons.) Of the zones’ grain requirement, about 40 per cent. 
will have to come from abroad at that time. An impoverished Europe can 
hardly afford artificial contraction. The dismantling of engineering works 
specializing in mining machinery is not very constructive. 

Targets not ceilings should be imposed on Germany. In these days of 
scarcity, she should be made to contribute some reparations at least. A 
minimum should be set aside for the satisfaction of her essential domestic 
needs ; flexible delivery quotas should be exacted from her. To stimulate her 
efforts, she should be allowed to retain a progressively increasing percentage 
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of any output above the quotas. Western Germany is one of the few countries 
where the bottlenecks which hold up the recovery of Europe can be broken; 
she should be made to work rather than be taught how to play at politics, 
When a phase of redundancy has been reached, when contraction has become 
inevitable somewhere, it should first fall on her. 

A double control might allay the fears of those who scan the menace of a 
distant future but are blind to the dangers of to-day. The Western Allies should 
take over a substantial part of the capital of German industrial enterprise, 
transfer it to a holding company and direct and supervise production through 
it. To make this control water-tight, they should in particular establish a 
mineral import board through which all essential mineral raw materials would 
have to pass. Such a control could easily prevent any undue expansion or 
conversion of German plants, even in an age of plenty. To-day nearly all 
restrictive measures are superfluous if not noxious, for the total amount of 
essential imports which Germany can secure anyhow is very limited. 

In the long run security cannot be based on the destruction of Germany’s 
industrial potential, but rather on its incorporation in a wider Western Euro- 
pean unit. This presupposes the partition of Germany—or, more exactly, 
recognition of it as an already accomplished fact, irreversible without a funda- 
mental change of Russia’s policy in her zone. This can hardly be expected, 
not even in return for participating in the economic control of Western Ger- 
many, where Russia evidently desires to keep down what she regards as the 
West’s war potential. The dismantling of German industrial potential would 
admirably serve this objective. Her industrial capacity can hardly be success- 
fully switched over to France, which has neither the man-power nor sufficient 
good coke, nor the geographical advantages of the Ruhr, and must depend on 
poor ores. Its destruction will aggravate Germany’s social and economic 
problems, turn her people against the Anglo-Saxon powers and make them more 
receptive to communist propaganda. It will, moreover, retard, if not make 
impossible, the full integration of the industrial economy of Western Europe, 
which Russia means to prevent at all costs. 

Definite partition will be a severe shock to the Germans. They will however 
remember that, but for a short interval, there have always been at least two 
Germanys. A new temporary dualism will separate a semi-Soviet Eastern 
Germany and a Western Germany run on Western lines. It need not establish 
two completely independent German sovereign states ; some sort of confedera- 
tion can be arranged. German constitutions have nearly always been bizarre— 
there were three republics in the thoroughly monarchist Bismarckian Empire. 
Berlin, the Allies’ central control station, will not be cut up into four inde- 
pendent statelets. It will serve, if not asa centre, at least as a kind of clearing 
house. Neither economic nor cultural ties will snap. So long as Russia stays 
within the United Nations there will be no complete break in Germany. If the 
Western Allies foster instead of hinder the forces in their zone which are only too 
willing to get to work, they wil! lay the foundation for reunion. Even though 
Russia will do her best to make her zone prosper, the East will look to the West 
as the promised land. But this can be done only by scrapping the economics 
of fear. The Potsdam agreement has been dead for quite a long time; the 
corpse should be buried. It has given Russia reparations and partition ; and 
to the Western Powers partition without reparations. 
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Life Assurance and Population 
By Leo T. Little 


HE expanding population of the United Kingdom during the last century 

and a half has frequently been adduced as a main cause of the economic 

progress achieved during that period. As a corollary, the question has 
been frequently posed: Will the slowing up or, possibly, the reversal of this 
population growth have important effects upon the rate of economic advance ? 
A more limited aspect of such discussions, namely, the relationship between 
population trends and the business of life assurance, has attracted surprisingly 
little attention, despite the obvious fact that there must be intimate connectioas 
between the numbers of the population and the condition of the life assurance 
business. Though human beings are in a very real sense the “ raw material ” 
of life assurance, actuarial and other expert investigation has largely confined 
itself to the numbers of people dying, not the numbers still alive. No very far- 
reaching attempt to repair this omission can be made in the present short 
article but it may be of interest to point to some broad considerations which 
arise. 

If 1891— when a census of population was taken—be used as the base year, 
indices of the volume of sums assured by the life offices, in the ordinary and 
industrial branches, can be computed for subsequent years, as shown in columns 
3and 3 of the table below. In columns 5 and 6 are shown these figures corrected 
by the average price indices for the preceding fifteen years, this being the 
assumed period over which existing policies were effected. Indices of the number 
of males aged 20 to 55 at the various dates are given in column 2. The bulk of 
assurances are in fact taken out on the lives of males between those ages— in 
the period 1924-29, the proportion in the ordinary branch was about go 


per cent. a 
Sums Assured 
Sums Assured (Corrected for price levels) 
Males lm — -*~ ay 
Aged Ordinary Industrial Ordinary 
Year 20-55* Branch Branch Branch 
Col. 1 Col. 2 Col. 3 Col. 4 Col. 5 
1891 ne .. 100 100 100 100 
ae) 6s o« 209 138 169 159 
 —_—e a 172 287 187 
1921 ee oo B42 238 565 150 
1931. -» 153 347 843 187 
* For strict comparison with the indices in the other columns, those in column 2 should 
be weighted averages of males of assurable age living in a period of, say, 15 years pre- 
ceding the relevant date. However, in a table for which, in the nature of the analysis, strict 
statistical validity is not claimed, the indices as given are, it is thought, sufficient to 
establish the conclusions reached in the text. 





While no very precise statistical validity is claimed for comparisons which 
may be made from this table, it does seem to show that, so far as the ordinary 
branch is concerned, the growth of population in the forty years in question 
wasa dominant factor affecting the volume of sums assured. Its influence was 
much less important in the industrial branch. The disproportionately rapid 
growth in industrial life assurance must be sought in different directions—in 
intensified selling pressure, rising wealth per head of the population in the 
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lower income groups and soon. What is of significance for the present analysis 
(which is predominantly concerned with the ordinary branch), is that these 
other factors have to be invoked to only a limited extent in accounting for 
the growth in the volume of ordinary life business. Certainly, any one of 
them and even all of them combined are less important than the population 
growth taken alone. 

The general conclusion to which this kind of approach points is that, if 
the common impression is correct that the population of the United Kingdom 
is likely soon to begin to decline, and at a not distant date to decline at a rapid 
pace, the life offices cannot rely upon the semi-automatic advance in the volume 
of their business which in the past has come from the increasing population, 
Before the recent war statisticians and demographers made estimates of the 
future numbers in the United Kingdom which were largely responsible for the 
common impression referred to—and which, in fact, suggested that a startling 
decline in the population was inevitable. As will be shown later, these fore- 
casts are now regarded as lacking complete scientific justification, but it is 
perhaps interesting to show what they implied for the life assurance business, 
Calculations were made by the present writer of the volume of new sums 
assured at quinquennial dates from 1970 to 2035, on the basis of estimates by 
Dr. Enid Charles of the population at those dates (Special Memorandum of the 
London and Cambridge Economic Service, August, 1935). These estimates 
were based on the following assumptions : 

(a) 1st Estimate—That fertility and mortality rates from 1935 onwards 
would be as in 1933. 

(b) 2nd Estimate-—That fertility rates would decrease until 1985 and 
thereafter would remain constant and that mortality rates would 
decrease until 1965 and thereafter would remain constant. 

(c) 3rd Estimate.—That fertility rates would remain from 1935 onwards as 
in 1931 and mortality rates would fall as in the second estimate but 
for a period of fifteen years instead of thirty. 

In arriving at the estimated sums assured, due account was taken of the 
distribution of the estimated male population at the relevant dates, in relation 
to the proportions of new policies in fact effected by men at various ages. 











































VALUATIONS 


For 70 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 
INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of an old established firm 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 (8 lines) 
















ste 





ns 


alysis 

these 
ng for 
one of 
lation 


hat, if 
igdom 
Tapid 
olume 
lation. 
of the 
or the 
urtling 
» fore- 
t it is 
siness, 
sums 
tes by 
of the 
mates 


wards 


5 and 
would 


tds as 
te but 


of the 
lation 
ages. 


LIFE ASSURANCE AND POPULATION 177 


—— 


The resulting indices of life assurance new business at specimen dates were 
as follows : 
Year 1931 1970 1985 2c00 2035 
ist Estimate - as ; 1,coo 923 801 688 481 


znd Estimate... as a 1,000 867 589 337 67 
3rd Estimate ‘a a le 1,000 1,053 995 938 806 


Even if there were no current scepticism about population forecasts based upon 
extrapolation, it would be foolhardy to attach more than very limited signi- 
ficance to such figures. Perhaps, however, they may be used for illustrative 
purposes and certainly they go to show that, on any of widely differing sets of 
assumptions of fertility and mortality rates, the new business of life offices is 
likely to decline substantially, on both a medium and long view ahead, unless 
the population trend is offset by other powerful factors. 

However, big changes have in recent years taken place in fertility figures. 
To what extent do they affect the argument ? One indication of these changes 
can be gathered from the crude birth rates in England and Wales, which for 
recent years are as follows : 


Crude Birth Rate (per miile) Crude Birth Rate (per mile) 
Year England and Wales Year — and Wales 


1937 re ie oa oe 14.9 1942 ms me ‘ 15.6 
1938 ois od a es 15.1 1943 na oé ee i 16. 
1939 im e- -7 Pe 14.9 1944 ne ace a's ps 17- 
1940 os o- ee oe 14.5 1945 os ar e° o- 16. 
1941 : ‘ ss os 14.1 1946 sn se is ie 19. 


The phenomenal rise in birth rates—paralleled, it may be noted, in other 
countries, including neutrals—at first blush appears to contradict the common 
opinion that a declining population is in sight. But more careful consideration 
of the figures shows that they are misleading on at least two particular counts. 
First, they ignore the effects of the large—and non-permanent—expansion in 
the marriage rate that has occurred since the pre-war period. Secondly, they 
ignore the fact that births appear to have been “ speeded-up ”’ in recent years 
without any evidence being so far available of a permanent increase in the 
size of the average family. For these reasons it is not safe to assume that 
recent experience argues that the pessimistic forecasts made by demographers 
before the war, about the decline in the future population of the United 
Kingdom, were wrong so far as concerns the trend, whatever might be said 
of these forecasts in the matter of their pretensions to scientific accuracy. 
So far as the latest figures have been statistically treated at this stage, the 
recent increase in fertility is quite probably temporary and indicative of 
no major change in the population trend. For similar reasons, there is no 
real cause for an assumption that the expectation of a declining population is 
removed because the “‘ net reproduction rate ’’ (the rate at which, allowing for 
mortality, women of child-bearing age are reproducing themselves) is now over 
unity for the first time for many years ; nor does the fact that this rate rose 
steadily over the last seven years make such an assumption a safe one. The 
simple truth is that the “ net ee rate’, hailed before the war as a 
teliable index of the future trend of the population, is now not only regarded as 
suspect but as positively misleading 

The statement may safely be made, therefore, that, as things appear at 
present, the life offices in future will probably derive little, if any, benefit of 
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the semi-automatic kind, on which they have been able to rely over a long period 
in the past, from an expanding population. A number of conclusions emerge 
from this consideration. In the first place, it will be necessary, insofar as they 
desire a continually expanding volume of assurances in force, for the offices to 
rely upon such factors as (a) the expanding wealth of the population of the 
country and (5) the diversion into life assurance channels of a larger percentage 
of the community’s wealth or savings. However, the growth in the country’s 
wealth has not, in the past, been of greater significance than about 3 per cent, 
per annum compound. And the power of life offices to attract a larger share of 
total wealth or savings depends upon the efficiency, in salesmanship and 
results, of life assurance in comparison with other institutions attracting the 
savings of the public. On the face of it, one may question whether there is 
much scope for a pronounced improvement in the competitive power of the 
life offices, given the fact that they already employ very intensive forms of 
salesmanship, and, apart from having to incur the heavy costs which that 
salesmanship involves, are certainly conducted at least as efficiently as the other 
institutions in question. Since a continuous increase in aggregate sums assured 
cannot be attained without expanding annual totals of new business, such 
considerations lead to the view that sums assured may well decline in the not 
very distant future. A prospect of this kind carries with it some interesting 
possibilities, not least in relation to the investment situation. From having 
to invest every year many millions of pounds, newly-acquired and representing 
the growth in the funds, the life offices might suffer an annual decumulation mn 
a period ahead which cannot, by life assurance standards, be reckoned really 
long. The actuary of the next generation—and the young actuary of to-day by 
the time of his middle-age—might not be faced with an investment problem at 
all comparable with that of to-day. Rather than seeking new outlets at 
maximum interest rates, his main task may be to dispose of investments with 
a maximum of capital appreciation. The re-orientation from the present 
actuarial psychology would be an extreme one. The temptation to pursue the 
line of thought any further must be resisted, for the whole matter is somewhat 
speculative and the conclusions could easily become fanciful. But on occasions 
it is perhaps justified to leave behind the pressing problems of the day, and to 
indulge in some projections of the kind here attempted. 
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Insurance as a Dollar Earner 


By a Special Correspondent 


ONDON is, beyond question, the greatest insurance market in the world, 
[whether measured by breadth of interests or the volume of business trans- 

acted with other countries. The contribution which insurance companies 
and underwriters are making to the crucial problem of how to pay for essential 
imports is accordingly very significant, although difficult to measure. This 
difficulty arises in two ways. First, insurance is in its nature a business which 
does not lend itself to neat annual stock-taking ; it is a business in which 
fluctuations are inevitable, however widely risks are spread, and any single 
year’s experience is no reliable guide. Secondly, the very ramifications of the 
services rendered by London insurers make it impossible easily to tot up their 
value. There is not only the direct business of the overseas branches of many 
companies, especially in fire, accident and marine ; there is also the extensive 
business placed in the London market from overseas—with Lloyd’s under- 
writers and the companies—for risks to be covered in foreign currencies, on 
ships of all nations and in cargoes of all trades. 

Even in pre-war days, overseas premium income of the companies and 
Lloyd’s was estimated to be of the order of {100 millions, while the new Chan- 
cellor of the Exchequer has stated that the total income of British insurers is 
about £375 millions, of which one half is represented by business for the 
Dominions and Colonies and for foreign countries. 


In general insurance business, as distinct from life assurance, some 70 per 
cent. is reckoned to be of overseas origin. There is, of course, a big difference 
between premium income and net earnings, in the sense in which the latter can 
be regarded as an invisible export. It is generally considered that before the 
war net overseas income from insurance, in this sense, was of the order of {20 
millions annually ; after the all-round rise in money values, it is unlikely to be 
less now. Moreover, in contrast to most of Britain’s principal industrial ex- 
ports, there is no offsetting charge for raw material imports to be put against 
this figure. It is entirely a payment for services rendered, the earnings of a 
goodwill and experience built up over many years. 


Of particular importance, in present circumstances, is the fact that the 
greater part of this sum is represented by earnings in “hard” currencies, 
especially U.S. dollars. Most of the composite companies well known at home 
have old established subsidiaries or branches (often both) in the United States. 
The Liverpool and London and Globe next year completes 100 years’ service 
there, having entered the American market only 12 years after its establish- 
ment here in 1836. Approximately 50 per cent. of total fire-accident premium 
income of British companies is now estimated to emanate from Canada and 
the United States. 

The point has already been made that insurance is a trade in which long 
views need to be taken and little store can be set on year-to-year fluctuations. 
In point of fact, post-war experience overseas, and especially in the United 
States, has been distinctly mixed. Both fire and accident departments have 
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shown sharp increases in premium income, accompanied by even sharper 
increases in claims. U.S. fire business, generally speaking, showed an under- 
writing loss in 1946, and it is doubtful whether this year’s accounts will record 
much improvement. Fundamentally, the trouble is that claims react auto- 
matically to rises in property values, while premiums rise more slowly. In 
addition, there have been a number of exceptional losses, such as the Texas 
City disaster estimated to have cost $40 millions in damage to property and 
the hurricane in September which will probably cost $25 millions. Total fire 
losses for the first nine months of 1947 are estimated at $518 millions, against 
$419 millions in the corresponding period of 1946. In addition, abnormal 
weather has caused heavy losses, including $6 millions for the severe wind- 
storm at San Antonia, Texas, on May 16 last. 


Inflation of values has had its repercussions on American accident business, 
too. Mr. William H. Brewster, of the National Bureau of Casualty Underwriters, 
estimated a little while ago that the average value of claims for damage to 
property involved in motor accidents was twice that in 1941, while claims for 
injuries were up by 30 per cent. on the average. As the volume of motoring in 
the United States has been re-expanding to pre-war levels, losses have naturally 
shown very large increases. Fortunately for the companies, accident premium 
rates are rather more elastic than those for fire. Increases have been allowed 
this year in most States, but will not, of course, be fully reflected in 1947 reports. 


Marine underwriters, as well as fire departments, were involved in the 
Texas City disaster, which began with the explosion in a nitrate cargo; the 
abnormal weather has also been a source of losses. General post-war factors, 
the greater age of ships and the high level of losses due to theft and pilferage are 
also contributing to the current difficulties of underwriters. Against these 
factors, release of ships from Government control and some broadening in world 
trade have helped to maintain premium income well above pre-war levels, and 
underwriters have been able to make an increasing contribution to our 
currency earnings. 

In several respects insurance business at home has followed similar lines to 
experience abroad. Fire losses, in particular, are at a high level. The Times 
estimate of direct fire losses for the first nine months of the vear was £12,306,000, 
compared with {9,338,000 in 1946, and since the end of September there has 
been a crop of fires in stores of crude rubber and other commodities. That at the 
Barking dump is estimated to have cost around {1,000,000 and the Islington 
fire around {500,c00. There have also been the destruction of Liverpool Cor- 
poration tramway cars and other serious recent conflagrations, the cost of 
which will considerably swell the total. Fire offices, too, generally issue the 
comprehensive policies under which storm, tempest, flood and frost claims last 
winter were quite abnormal. Burglary departments have not been able to 
offset fully by increases in rates their heavy losses resulting from the post-war 
lowering of moral standards, the acute shortages and the widening of black 
market dealings. Insurance men, however, regard these troubles primarily as 
occurrences inevitable in the period of disturbance and readjustment which 
must follow a prolonged world war. That, of course, does not minimize the 
severity of their impact upon the insurance offices, but it does imply that 
natural corrective forces will operate in due course to restore a normal rhythm. 
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In motor insurance in Britain, indeed, these forces have already been at 
work. Last year’s results in this department were generally unsatisfactory, for 
reasons similar to those seen in other branches—high cost of repairs, more 
accidents to ageing cars, a lower standard of driving, and more cars on the 
road. As from July 1 last, however, the 20 per cent. war-time discount on 
premiums was abolished. Although the basic petrol ration has again been 
withdrawn, the discount is not likely to be restored, but policy hol lers get 
some offset in having passed on to them reduced commission rates and a 
revision of the variations in premium rates according to where cars are kept. 
Casualties should again fall with fewer cars in use ; but against this, of course, 


, 
1 


should be set the prospect of a fall in 1 premium income. 

Total premium income should continue its expansion for a few years at least, 
although probably not at last year’s pace. Full adjustment to higher property 
values has, however, yet to be made, and indeed, many insurances on houses 
which were increased, say, in 1946, now leave the owner under-insured in view 
yf the subsequent rise in this market. Nor, probably, have insurances on 
industrial assets been fully raised to cover replacement costs, while present 
restrictions on capital investment will necessarily extend the period in which 
factory extensions, Pligg Sag nt and provision of new pl: ints are taking place, 
and in which, therefore, the post-war adjustment in insured values continues. 
Abroad, similar conditions obtain. In some cases inasnea business effected 
by British companies in ex-occupied countries has already reached pre-war 
volume, but there is clearly much more business still to be done, while in the 
United States, as here, new construction is lagging far behind needs 
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The Case for Sterling Guarantees 
By Paul Einzig 


EGOTIATIONS for the conclusion of a new series of monetary or pay- 
ments agreements, to meet the situation created by the suspension of 
sterling convertibility, are progressing very slowly. One of the causes 
of the delay is the reluctance of foreign Governments to accept any substantial 
amounts of inconvertible sterling in payment for export surpluses to Britain. 
This reluctance, like the surpluses themselves, arises in part from Britain’s 
inability to produce the goods needed by the countries concerned, or, at any 
rate, to produce them quickly enough to satisfy urgent requirements. Asa 
result of the slow pace at which British exporting capacity is increasing, foreign 
countries have to be prepared to hold for some time the inconvertible sterling 
they accept in payment for their goods. They are reluctant to do this, partly 
because they cannot afford to immobilize a large proportion of their forei 1gN ex- 
change resources, but largely because they are afraid they may suffer losses 
through a dev aluation of sterling. To avoid this risk, many foreign Governments 
are pressing the Treasury for a guarantee of the gold value of newly-acquired 
sterling balances.* So far the Treasury has apparently shown the utmost 
reluctance to meet this demand. In the absence of such a guarantee, most 
Governments are not prepared to agree to a sufficiently high “ ceiling” for 
their holdings of inconvertible ste rling to provide Britain with an adequate 
safety margin against losing gold through her adverse trade balances with the 
countries concerned. In this sense, the ‘Treasury’ s reluctance to grant guaran- 
tees has been largely responsible for the de lay in renegotiating the Pay ments 
Agreements. 
Yet, from Britain’s point of view, it is a matter of urgency that such agree- 
ments should be concluded with the largest possible number of countries. Mr. 
Snyder has made it plain that the release of the blocked $400 inillions of the 
American credit depends on the progress of Payments Agreement negotiations 
though presumably his decision would depend upon-the extent to which the 
principle s of the agreements could be regarded as contributing towards restora- 
tion of convertibility. This residue of the credit, if restored, would obviously 
provide an important relief for Britain’s immediate exchange position. Should 
the unfreezing be delayed much longer, the chances are that the $400 millions 
will be included in the general pool from which the United States would grant 
assistance to Europe under the Marshall Plan. Moreover, there is the danger 
that, in the absence of new Payments Agreements, a significant part of Britain’s 
exporting capacity may be wasted on unrequited exports, as foreign purchases 
of British goods will continue, wherever possible, to be financed out of unfunded 
old sterling balances. Moreover, many countries are not prepared to sell against 
sterling under the existing arrangements, and consequently Britain has to pay 
in gold for essential imports which, given satisfactory new payments arrange- 
me nts, would be obtainable against pe ayment in ste ling. 















































* This is the most extreme form of the demand tor guarantees. A so-called ‘‘ gold ’’ guarantee 
(whic h, in the event of sterling depieciation in terms of gold, would involve a payment 1m sterling 

equivalent to the resultant loss to the foreign holder) would become operative even if there were 
a simult aneous and equivalent depreciation of the currency of the country to which the guarantee 
was given. This is in contrast to an “‘ exchange rate ’ guarantee, such as that reciprocally granted 
wna the Belgian agreement, which takes effect only in the event of a change in the exchange 
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The Treasury is of course well aware of the urgency of achieving new agree- 
ments. Yet it still resists the principle of the “‘ gold” guarantee ; such guaran- 
tees have been conceded to only two countries—Argentina, which always 
succeeds in securing remarkably favourable treatment from London, and 
Persia, which is in a strong bargaining position. By this attitude the Treasury 
may make agreements impossible, or possible only on much less satisfactory 
terms, or, at best, only after considerable delay. The answer given by the 
British negotiators to demands for a guarantee is that there is not the slightest 
risk of a devaluation of sterling, and that therefore the need for a guarantee does 
not arise. To the retort of foreign Governments that in that case there is no 
reason to refuse a guarantee which would cost Britain nothing, Whitehall 
replies with somewhat doubtful consistency that, if Britain were to grant 
guarantees right and left, she would place herself at a grave disadvantage if 
and when a situation arose in which a devaluation was considered advisable. 
It is hardly surprising that foreign Governments have gained the impression 
that the British authorities have not the courage of their convictions. If they 
are sO sure, it is argued, that there is no question of devaluation, why not 
demonstrate this faith in the present sterling parity by guaranteeing its per- 
manence ? In any case, it is recalled, those same authorities were, but recently, 
equally cocksure about Britain’s ability to maintain dollar convertibility. If, 
on the other hand, the authorities harbour doubts whether it will be possible 
to avoid devaluation, why expect foreign countries to bear the risk attached 
to it ? 

Admittedly, the fears of imminent devaluation of sterling are without 
foundation. They are practically non-existent in Britain. The publicity 
given recently in The Times to complaints of an American visitor about the 
unwillingness of London shops to accept dollar notes in payment may be held 
as a conclusive proof of the confidence enjoyed by sterling among ordinary 
people in Britain. The great British public is no more dollar-conscious than it 
was in Ig3I. To the average Briton a pound is stilia pound. In other countries 
public distrust of the national currency often makes it very difficult for the 
Government to resist economic and political pressure for devaluation. This 
factor does not exist in Britain. That is one reason, among many, why Britain 
should not be grouped with France and other continental countries the diffi- 
culties of which could and should be eased by instantaneous devaluation. 
Moreover, the American and other writers who argue thus overlook the fact that 
while the franc and many other continental currencies are more or less over- 
valued, sterling is distinctly undervalued. This, indeed, was the burden of an 
American expert’s report recently published in the Federal Reserve Bulletin. 
A glance at the index numbers reproduced in the monthly statistical bulletin 
of UNO shows that, allowing for the devaluation of the pound in 1939, whole- 
sale prices and the cost of living in Britain have not risen so much as in most 
other countries. Judging from these indices, to adjust the exchanges to their 
purchasing power parities, the gold value of sterling would have to be raised, 
not lowered. At any rate, the relationship between British prices and world 
prices certainly does not call for a devaluation of sterling. 

In any case, in the present writer’s opinion, many of those who think in 
terms of devaluation are out of date. They are, so to say, mentally equipped 
for winning the last peace, not this one. Between the two wars it became 
fashionable to regard devaluation as the cure for all ills. There was some 
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justification for this view then, especially in Britain after the return to gold 
at too high a parity. Beyond doubt British external trade was gravely 
handicapped by that overvaluation of sterling, and abnormal unemployment 
resulted. The overvaluation was corrected, to some extent, by the depreciation 
of sterling in 1931. Likewise the United States, France, and many other 
countries derived relief during the ‘thirties from the devaluation of their 
currencies. Beyond doubt, in the conditions ruling between the wars, devalua- 
tion helped to reduce adverse balances of trade. That explains why it is now 
advocated as a means of dealing with the gigautic gap in Britain’s balance of 
payments. 

Yet there is a fundamental difference between Britain’s condition then and 
now. Then there was wholesale unemployment and an unsaleable surplus of 
goods, actual or potential. Now there is acute scarcity of labour and goods, 
Over a wide range of trade, it is still broadly true that at present Britain can 
sell abroad everything she is capable of producing. Moreover, the difficulties 
exporters are beginning to encounter in some lines are due rather to general 
import restrictions by countries in a weak foreign exchange position than to 
high prices of British goods. In general, a reduction in the world prices of 
British manufacturers through a devaluation of sterling would not increase 
British exports; though demand might expand, the additional volume of 
goods required to meet it is not available. While in some lines there would be 
an increase in the volume of exports, it seems probable that the additional 
exchange thus secured would be a mere fraction of the amount lost by accepting 
lower prices for the total volume exported. It would be the height of folly to 
devalue in order to improve the balance of payments. The “ gap’”’, so far 
from being narrowed by the operation, would be widened. As it is, one of the 
causes of the deterioration of the trade balance in 1947 has been the fact that 
export prices have failed to keep pace with the rise in import prices. A devalua- 
tion of sterling would accentuate this disadvantage. 

All this is obvious. If, in spite of this, many people abroad expect a devalua- 
tion of sterling, it is because they believe that it would be unavoidable once 
the gold reserve is exhausted. Actually, if the world market position remained 
substantially unchanged, a devaluation would not help any more then than now. 
With the gold stock exhausted, Britain, in the absence of new American aid, 
would have to live within her means; she would have to limit her imports 
to the amounts determined by the proceeds of her exports. Would it be reason- 
able to give away a large part of the latter by devaluing sterling ? If, however, 
a buyers’ market had developed meanwhile in most of the goods Britain can 
export, then—and only then—there would be a new situation calling for a 
reconsideration of policy. Then it would become important to be able to under- 
sell overseas competitors ; and, as there seems to be little prospect of achieving 
lower wages and costs in terms of sterling, the only way in which this would 
be practicable would be through a devaluation. In a buyers’ market, de- 
valuation might tend to increase, or prevent a decline in, the volume of exports 
to a sufficient extent to offset, and more than offset, the decline in their price 
in terms of foreign currencies. Then, and only then, would a devaluation 
become advisable. 

It is far from certain, however, that by the time Britain has spent her last 
dollar—at the present rate of the drain this would be sometime during 1948— 
the sellers’ market will have given way to an all-round buyers’ market. For 


i ie sit 


=] a & =e oF «3 & i 2 oc 


——.. 


gold 
ively 
nent 
ation 
»ther 
their 
alua- 
now 
ce of 


1 and 
us of 
oods. 
1 can 
ilties 
neral 
an to 
es of 
rease 
ne of 
ld be 
‘ional 
pting 
lly to 
o far 
»f the 
- that 
ralua- 


‘alua- 
once 
ained 
now. 
1 aid, 
ports 
ason- 
yever, 
n can 
for a 
nder- 
eving 
vould 
t, de- 
‘ports 
price 
jation 


r last 


948— 
For 


THE CASE FOR STERLING GUARANTEES 185 


this reason, it is far from certain that a devaluation would be any more advisable 
then than now. But the possibility cannot be ignored. 

In the circumstances, the Treasury’s attitude in this matter does not appear 
to be justifiable on any ground. It seems to be too much to expect foreign 
holders of much-needed supplies to assume in a sellers’ market a risk which H.M. 
Government itself is not prepared to assume. Even if devaluation fears are 
altogether unreasonable, or at any rate grossly premature, their prevalence is 
a factor in the situation which cannot be eliminated by pretending that it does 
not exist. The main cause of the devaluation fears lies in the rapid decline of 
our gold resources. This decline, moreover, tends to be accentuated by the 
Treasury’s refusal to grant a guarantee, because both Britain and other sterling 
area countries have to spend gold on goods which they might otherwise be 
able to import against payment in guaranteed sterling. Consequently, the 
longer the authorities persist in this refusal the more determined will other 
Governments be in treating a guarantee as an indispensable condition of any 
agreement to accept and hold inconvertible sterling. Moreover, the new 
payments agreements would have to be concluded on terms considerably 
lees advantageous from Britain’s point of view. For instance, a country which 
might be willing to hold a guaranteed inconvertible sterling up to the amount 
of, say, £20 millions, would not be prepared to bear the devaluation risk on 
more than perhaps £5 millions. Britain would therefore buy less against pay- 
ment in sterling, and would have to buy more against payment in gold. From 
a psychological point of view, too, the official attitude tends to increase de- 
valuation fears, because to many people abroad it suggests defeatism. Even 
those who realize that immediate devaluation may safely be ruled out take 
the refusal to imply that Whitehall has no confidence in the success of the 
export drive which, if all went well, would reduce the new sterling balances 
long before the advent of the fundamental change that would call for a 
devaluation. 

The refusal of a guarantee thus actually tends to accentuate distrust in 
sterling. It is detrimental both to its prestige and its use as an international 
currency. Yet it seems probable that the official attitude in this matter is 
largely inspired by considerations of prestige. That, certainly, was the reason 
for the withdrawal of guarantees from the old “‘ registered ” sterling on Ameri- 
can and Swiss accounts in 1945 ; guarantees which were inescapable in war were 
deemed inappropriate in peace. The authorities are showing the same error of 
judgment about the feelings of foreign holders of sterling as they made in under- 
estimating the strain of sterling convertibility. As in July, they fail to realize 
that in existing circumstances their policy cannot inspire confidence abroad. 
[f they are anxious to ensure an increase in the international use of sterling, 
the best way to achieve it is to agree to guarantee the gold value of sterling 
balances acquired after a certain date or in excess of a certain amount. Sterling 
with such a guarantee would be accepted readily in many countries even if it 
is inconvertible. _Its acceptability would not be diminished by the decline of 
the gold reserve. For the implementation of the guarantee in the event of a 
devaluation of sterling would not require payment in gold or dollars. It would 
involve simply a payment in sterling equivalent to the loss arising from de- 
valuation. (It would be reasonable, incidentally, for the guarantee clause to 
provide for an automatic pro rata increase in the “ ceiling ’’ amount which the 
other party agrees to hold in inconvertible sterling.) 
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From the point of view of satisfying the American demand for restoring 
multilateral trading, the adoption of a system of guarantees for sterling 
appears to be as near to the ideal solution as Britain could reasonably be 
expected to attain in existing circumstances. A very high degree of multi- 
laterism could be restored by Britain without running the risk of losing much- 
needed gold. Since there are not enough dollars in international circulation to 
finance multilateral trading on a sufficient scale, guaranteed sterling would 
be the next best thing. It would be accepted in payment for exports by many 
countries. There would be no need for Britain to restrict its international use. 
At present, under arrangements such as those of the new Anglo-Belgian Pay- 
ments Agreement, Britain has to take precautions to prevent the accumulation 
of large amounts of sterling by any country working on the “ ceiling "’ principle, 
and therefore has to refuse to authorize the automatic use of sterling balances 
in payments between third countries. If, however, the guaranteed-sterling 
system led to a general willingness to hold sterling—perhaps even beyond the 
ceiling— there would be no reason to interfere with the accumulation of large 
amounts. 

The Treasury’s fears that the development of a system of guarantees might 
impair its freedom to decide, if necessary, upon a devaluation of sterling, 
seem to be grossly exaggerated. Even on the worst assumptions—supposing, 
for example, an almost complete failure of the export drive—the amount of 
guaranteed sterling accumulated within the next twelve months or so could 
not exceed £200 millions to £300 millions. Accepting the larger amount for 
the sake of argument, a devaluation of 20 per cent. would involve a loss of 
£60 millions. But unless these sums were payable in convertible sterling, the 
loss could fairly be set against the much larger consequential decline in the real 
burden of the total externa! sterling debt of well over £3,000 millions. On the 
other hand, a devaluation would, in any case, increase the sterling burden of 
the American Loan of {9373 millions and of other external liabilities contracted 
in foreign currencies. There would be items on both sides of the devaluation 
balance sheet, and the loss on guaranteed sterling balances would not be of 
sufficient relative importance to determine the decision whether to devalue 
or not. The present writer has for years favoured a system of “ elastic” 
exchange parities and would not now advocate the granting of gold guarantees 
unless satisfied that they would not endanger the elasticity of sterling. 

Such guarantees should not, however, be granted indiscriminately. They 
should be used as a bargaining counter—as, indeed, they apparently have been 
in the Argentine and Persian agreements. The reason why the present Pay- 
ments Agreement negotiations are so much more difficult than those that 
preceded the suspension of convertibility is that then Mr. Dalton was giving 
away something for nothing; now, however, there must be a guid pro quo. 
Foreign Governments might be willing to adapt themselves to other British 
demands if they could be sure of receiving payment in a currency which, 
while not convertible, had a guaranteed gold value and was likely, therefore, 
to be acceptable fairly freely for international payments. With such an 
advantage to ofier, British negotiators ought to be able to secure reasonably 
acceptable terms. It would be deplorable if, for mistaken considerations of 
prestige, the Government rejected the very solution which might go far towards 
breaking the present deadlock. 
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Argentine 


ENOR Miranda, president of the Argentine Economic Council, has revealed 
GQ tiat a financial understanding has already been reached with the British 

authorities providing for a gold-value guarantee for new accumulations 
of inconvertible sterling. He has asserted, however, that for practical purposes 
a straight gold guarantee is not enough and that Argentina will insist upon 
goods or dollars as the price of any future trade agreement with Britain. He 
also claimed that high prices have had to be charged for Argentine exports as a 
defence against post-war inflation in countries exporting to Argentina. Delay 
in ratifying the rail purchase agreement, he stated, was not in any way con- 
nected with general trade questions but was solely due to delay in deciding 
whether the Argentine Congress should approve the purchase. 


Austria 


Under a plan to strengthen and stabilize the value of the schilling, the 
nominal value of the Austrian note issue and bank deposits will be reduced 
from about 27,500 schillings to 9,500 schillings. This compares with 5,200 
schillings in 1937. 


Brazil 


The Bank of Brazil, in pursuance of the decree of 1946, has fixed a time- 
limit, December 31, 1947, for registration with the Banking Control Department 
of all foreign capital invested in Brazil prior to October 7 last. Foreign capital 
invested in Brazil after that date must be registered within 30 days of entry. 
Failure to register foreign capital in accordance with these instructions will 
entail the forfeiture of rights to withdraw capital or transfer interest thereon. 

The Budget for 1948 provides for revenue of Cr$13,222 millions and 
expenditure of Cr$14,462 millions. 


Canada 

The Minister of Finance has announced an austerity programme designed 
to conserve the Dominion’s reserve of U.S. dollars, which had fallen from 
$1,245 millions at the beginning of 1947 to$500 millions by mid-November. 
The Government has decided against devaluing the Canadian dollar as it is 
thought that this would be ineffective as a means of curtailing imports from the 
U.S. But drastic reductions are to be imposed upon a long list of such imports ; 
some items are banned altogether. In addition, with the object of checking 
consumption, an Excise Duty of 25 per cent. will be imposed upon an extended 
list of electrical and other products, whether imported or manufactured in 
Canada, with still higher taxes on motor-cars. Allowance of U.S. dollars for 
pleasure travel is cut to $150 per person. To encourage gold production, a 
subsidy of $7 per ounce is being given on all gold produced beyond a certain 
figure, bringing the price for such excess output to $42 per ounce. 


* Other current international banking news is discussed in ‘‘ A Banker's Diary ’’, on pages 133-8 
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A short-term loan of $300 millions has been obtained from the U.S. Export- 
Import Bank to enable Canada to purchase essential raw materials from the 
United States. 

The various measures to solve the problem of shortage of U.S. dollars also 
involve an admission that the trade policy of the Dominion can no longer be 
fully multilateral in character. A trade mission from Britain is discussing the 
possibilities of an increase in British exports to the Dominion to reduce the 
present heavy deficit on the U.K. balance of payments with Canada. 


Denmark 


The Danish Finance Minister has revealed that the International Monetary 
Fund has approved Denmark’s application to purchase $3.4 millions, 5 per 
cent. of the Danish quota in the Fund. 

As a sequel to the elections at the end of October, a Social-Democrat 
Government has been formed under Mr. Hans Hedtoft. 

A new agreement has been signed with the U.K. providing for the sale to 
Britain of the bulk of the Danish exportable egg surplus during the three years 


to 1949-50. 


Egypt 

The legal adviser to the Ministry of Finance has informed the Egyptian 
Government that certain import restrictions are legally invalid and that the 
Committee on Importation has exceeded its powers. The confiscation of 
commodities which have arrived since July g is also held to be without legal 
foundation. The authorities apparently intend to introduce a new law to 
rectify these irregularities. Egyptian importers complain that they are unable 
to get credits in scarce currencies from the banks even after import licences have 
been authorized. 

The adverse effect of the new Egyptian company law on British trade with 
Europe has been emphasized by Sir Stafford Cripps. The new law makes it 
difficult for any foreign company to undertake development work in Egypt, 
and several projects have already been cancelled. 

King Farouk, in an address to the Egyptian Parliament, has announced 
that the time has come for the State to take over the National Bank of Egypt. 


Eire 

Agreement has been reached with Britain upon measures to increase Anglo- 
Irish trade and to reduce Eire’s drawings from the sterling-area dollar pool. 
Britain is to supply increased quantities of coal to Eire and deliveries of in- 
dustrial and agricultural equipment are also to be stepped up. Prices paid 
for agricultural produce exported to Britain are to be increased, and it is hoped 
that this will result in a considerable expansion in the volume of this trade. 

A Standing Committee of Irish and British officials is to be set up to keep 
trade relations between the two countries under review and to consider further 
measures, within the limits of the economic policies of the two countries, of 
mutual advantage. 

Eire’s drawings from the dollar pool for the nine months to end-June, 1948, 
will be limited to £14 millions plus any dollar exchange derived from Eire 
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exports to the United States. If dollar wheat can be replaced by non-dollar 
wheat, the figure will be less than £14 millions. 


France 


The Minister for Economic Affairs has denied reports that the franc will be 
devalued as part of a general world realignment of currencies. The Minister 
stated that the new economic policy inaugurated by the cancellation of the 
coal subsidy in no way implied a pending devaluation of the franc. The 
essential object of the new policy was to defend the franc by balancing the 
State budget and the accounts of the nationalized industries. 

France’s immediate dollar shortage has been eased as a result of agreement 
with the American authorities providing for the release of gold looted by the 
Germans, immediate advances on U.S. payments for French services to 
American troops in France and permission to use World Bank reconstruction 
advances for the purchase of current consumption goods. These concessions 
have enabled the French authorities to avoid a further draft on the gold stocks 
of the Bank of France and to resume certain dollar purchases. 

The Anglo-French economic discussions which have been taking place in 
Paris will lead to some relaxation of the present restrictions upon the importa- 
tion of British machinery. Negotiations concerning Anglo-French trade in 
1948 are to take place this month. The British authorities have been unable 
to meet the French request for a resumption of tourist traffic to France. 

A law has been passed providing for the replacement of German marks 
by French francs in the Saar territory. Conversion will take place on the basis 
of 20 francs per mark. Deposits in banks, savings accounts and credit co- 
operatives in the names of persons resident in the Saar will be convertible, 
but 40 per cent. of the amount of any such deposits over Frs. 8,000 will be 
blocked. Corporations and commercial enterprises legally entered in the 
Registry of Commerce will be exempt from this provision. Debts and credits 
outstanding or about to fall due will be convertible at a rate to be fixed by the 
authorities. The conditions under which de-blocking of blocked accounts will 
take place will be established by subsequent decree. 


Greece 


The Governor of the Bank of Greece has denied reports of an impending 
change in the drachma-dollar rate, which would be maintained at 50,000 to the 
dollar. 

The Budget for the fifteen months to end-June next provides for revenue 
of Drs. 2,753,000 millions and expenditure of Drs. 2,960,000 millions. 


India 

The Government of India is requesting the British authorities to extend the 
present interim agreement upon sterling balances, which expires at the end of 
the year to March 31 next. This would presumably entail an agreement by 
Britain to release in free exchange some {30 millions from the accrued balances 
during the January-March quarter. 

The Indian Government has announced a policy involving semi-state 
control of Indian shipping. Two or three shipping corporations are to be 
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established, the capital of which will be subscribed as to 51 per cent. by the 
Government. The balance will be provided by approved shipping companies 
or by the public. No private companies are to be associated with more than 
one corporation. A tonnage of 100,000 will ordinarily be regarded as the 
maximum for each corporation. The Government’s policy is aimed at securing 
for India “ a rightful place ”’ among the maritime nations. It aims at encourag- 
ing the flow of private capital into shipping enterprises and eliminating un- 
healthy competition between Indian companies. 


Iraq 


The establishment of a National Bank of Iraq has been authorized by Royal 
decree. The bank’s functions will include the supervision of currency tran- 
sactions arising from international exchange agreements. 

A new “ hard currency ” agreement with Britain is discussed on page 136. 


Italy 


All persons resident outside Italy but having assets in that country liable for 
tax under the recently-decreed capital levy have to declare the extent of such 
assets before the end of this year. Assets to be declared are those held at 
March 28 last. 


Japan 

Nine foreign banks have been allowed to open branches in Japan, with the 
object of providing banking services in connection with the restoration of 
Japanese trade on a limited private basis. The need for banking services at 
the present stage of the Japanese recovery is stated to be small. Banks of 
enemy or former enemy countries will not be allowed to establish and operate 
banks in the country. 

The headquarters of the Supreme Commander has announced a new interim 
currency arrangement between the sterling area and Japan whereby sterling 
will be accepted in payment for Japanese goods. In turn, sterling will be used 
for payment for goods imported into Japan from the sterling area. All sterling 
so received will be deposited in London with the Hong Kong and Shanghai 
Banking Corporation and the Chartered Bank of India, Australia and China. 


Netherlands 


The Government intends to introduce a measure during the next few 
months to regulate capital investment with a view to directing resources to 
the most urgent priorities. 

A Dutch decree has been published conferring upon British nationals with 
property in Holland the same war damage benefits as are accorded to Dutch 
residents. The term “ British nationals ’’ is held to include those corporations 
or associations in which British or combined British and Dutch interests 
represented, at the time the damage arose, a majority holding or controlling 
interest. Claims should be lodged with the Dutch authorities not later than 
February 29, 1948. 

The Finance Minister has estimated the deficit in the 1948 balance of pay- 
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ments, with Marshall help available, at Fls. 2,000 millions. Cover may be 
obtained for a quarter of this amount from ordinary foreign credits 
and liquidation of securities. 


Newfoundland 


The Canadian Government has communicated to Newfoundland the terms 
upon which it will take the territory into confederation. Newfoundland, 
including the Labrador territory, would become a fully-fledged Canadian 
province. Canada would take over responsibility for $63 millions of the 
island’s $78 millions National Debt, this being the amount of the sterling debt 
guaranteed by the United Kingdom and maturing 1943-63. 

The terms are to be submitted to the Newfoundland National Convention 
and, if approved, the Canadian Government is prepared to take the necessary 
constitutional steps to make the union effective at the earliest possible date. 


Persia 


An agreement between the National Bank of Persia and the British authori- 
ties provides for sterling currently accruing to be convertible to pay for 
Persian imports where such imports are not obtainable in Britain. Credit 
balances on Persian accounts in London will carry a guarantee against de- 
preciation resulting from any unilateral devaluation of sterling. 


Poland 


Agreement has been reached with the British Government on the procedure 
for paying compensation for British property nationalized in Poland. A Mixed 
Commission will be set up to consider the principles upon which compensation 
will be assessed and to settle, if possible, any problems which may arise in the 
course of individual negotiations. Individual property-owners, whether private 
persons or companies, will negotiate directly with the Polish Government, but 
difficulties may be referred to the Commission at the request of either side 
and both Governments have agreed to give ‘‘ favourable consideration ’’ to 
implementing the Commission’s recommendations. Estimates of the amount 
of property involved at £30 millions are officially described as exaggerated. 


Sweden 


The Government has announced that a new law to limit dividends on shares 
in joint stock companies will be laid before Parliament next year. It is proposed 
that a portion—yet to be decided upon—of dividends shall be paid into special 
blocked accounts for release at a later unspecified date. The object is to 
neutralize inflationary pressures. 


Turkey 


A new trade agreement with Greece provides for the establishment of a 
customs union between the two countries. It is stated that one result of the 
agreement will be the erection of new factories in Turkey. Greek funds in the 
country will be unblocked and a mixed commission will prepare details of a 
comprehensive commercial agreement. 

Some of the restrictions upon Turkish exports to the United Kingdom, 
imposed after the suspension of sterling convertibility, have been relaxed. 
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United States 


The Administration has submitted to Congress a ten-point programme 
designed to contain the inflationary pressures which are expected to 
be generated by the heavy overseas lending provided for by the Marshall Plan, 
The proposals include reimposition of controls on hire-purchase— recently dis- 
continued—and other measures to check the creation of inflationary bank 
credit ; regulation of speculative trading on grain and other commodity 
exchanges; extension and strengthening of the export controls, at present 
due to expire next March, and of the Government’s authority to allocate 
transport facilities and equipment to ensure delivery of export goods. 












Measures are also proposed to induce the marketing of live-stock and poultry 
at weights which result in conservation of grain, and the Department of Com- 
merce is to be empowered to expand its programme for encouraging conserva- 
tion practices. The Administration is also seeking authority to control 
the allocation of scarce commodities basically affecting the cost-of-living and 
industrial production. Rent control is to be extended and strengthened, and 
authority obtained for the rationing to consumers of “ cost-of-living ’’ products 
in short supply. Price ceilings on basic products and wage ceilings are also 
to be reimposed. 
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To choose La Tropicai de Luxe for your Christmas smoking is 
to promise yourself a great pleasure; to make them your choice 

for Christmas giving is to delight your cigar-loving 
friends. For here is a gift with a name to inspire more 
than ordinary appreciation. La Tropical de 
Laxe Cigars, excelling in mildness and delicate 
flavour, are in greater demand 
to-day than ever before in their 
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Finest Jamaican Cigars 


Manufactured by B. & J. B. Machado Tobacco Co. Ltd., Kingston, Jamaica, and guaranteed by 
the Government of Jamaica. 
Sole importers in the United Kingdom: LAMBERT & BUTLER OF DRURY LANE, LONDON 
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National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) {{ Small (net) (net) (net)¢{ Small 
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Ordinary Revenue and Expenditure 


Ord. Ord. By Ord. 
Exp. Rev. Deficit Quarters : Exp. 
£m. £m. £m. £m. 
898.1* 872. 25. 1944 III .. 1523. 
° oY +. BOS. 
1054.8 927. 127. 1945 I .. 1600. 
1809.7* 1049. 760. HM .. tee. 
867. 1408. 2458. III .. 1443. 
s 2 sea asi IV .. 1386. 
75- ies ae 1946 I .. 1337. 
5623. 2819. 2803. " ra 7 
88. 038. 2 . 
57 303 749 Iv 
3910. 3341.2 569.1 III 


II 
6057. 3238. 2819. 1947 I 
* Allowing for loan expenditure. 
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Floating Debt 


Nov. 14, Oct. 18, Oct. 25, : Nov. 15, 

1940 1947 1947 1947 

Ways and Means Advances : £m. £m. £m. ‘ £m. 
Bank of England ia = 2. — ‘ 13.5 
Public Departments... 495-7 ; 332.6 F , 340.7 

Treasury Bills : 

Tender .. + a 2050.0 ; 2230.0 . : 2250.0 
Tap oe os «> 2464.4 2584. 2561.5 ‘ 2527-5 
Treasury deposit receipts .. 1743-0 53- 1252.5 : : 1292.5 


6663.1 ) -é 6376.6 6392.5 6430.2 
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Treasury Deposit Receipts | 
Raised Redeemed Outstanding 

Monthily* ém. £m. £m. ¢ 
1945 Aug. 25. ; me 290.0 237.0 2185 .5§ 
Dee. sf .. ha we 320.5 527.0 1636.5 
1946 Jan. 6 .. , . (39.5 177.5 1598.5 
Feb. 23 , oa 210.0 236.5 1572.0 
March 30 .. wa , 455.< 468.0 1559.0 
April 27. , is 430.0 446.0 1543.0 
May 25 .. a me - 60.0 1483.0 
June jo. 190.0 282.5 1390.5 
July 27 , 225.0 136.0 1479.5 
Aug I. ‘ ie 455.0 287.5 1647.0 
Sept . ee ar ; 500.0 368.0 1779.0 
Oct. 26 ; a 380.0 416.0 1743.0 

Nov. 30. ae —- 0.5 1742.5 ; 
Dec. ee + ia 131.0 197.0 1676.5 
1947 Jan. 25. iil ee 194.0 213.0 1657.5 
Pam. 6858) « ae eo €£86.0 359.5 1508.0 
March 31 .. — es 543.0 594-5 1456.5 
April 26... ia . ge7.0 380.0 1463.5 
we 6 3k sa v = _ 1463.5 
June 30.. dis aid 110.5 132.0 1442.0 
July 26.. is ia 159.5 193.0 1408.5 
Aug. ae os es 190.0 275.5 1323.0 
Sept. 30.. $i sia 453-0 483.5 1292.5 
Oct. 25 a 347.0 387.0 1252.5 

* Periods ended on ‘last Saturday in each month, except at final month iu each quarter. s 





§ Peak total. 


















1947 Net New 1947 Net New - 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing \ 
Juner4 .. 60.0 70.0 - 10.0 Aug. 30... 30.0 57.5 — 27.5 
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— ae 0.5 2.0 - 1.5 «1 @ « Bee Sees - 7.5 
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Aue. 2 .. — 8.0 - 8.0 io SS es BGO 115.5 - 0.5 
. on — — pe —- 0.5 —- 0.5 | 
16 60.0 80.0 ~- 20.0 Nov. 1-8.. — -- — 1 
23 100.0 130.0 - 30.0 ~ th .. ane - +40.0 ; 
itemise : 
Tax Certificates 
Paid Net Paid Net ! 
Raised Off Raised  Issue* Raised Off Raised Issue* ‘ 
£m. £m. ém £m. £m. £m. £m. £m. 4 
1945 Jan $3.3 7$.4 - 26.5 733.6 j 1946 June .. 22.8 24.9 - 2.1 656.1 
Feb. 62.6 112.3 —- 49.7 683.9 } July .. 15.1 I9g.l — 4.0 652.1 ‘ 
Mar 65.5 66.7 - 1.2 682.7 Aug. .. 20.9 18.2 2.7 654.8 4 
Apr 25.3 16.4 8.9 691.6 Sept... 22.5 20.5 1.4 656.2 ‘ 
Mav 33.1 12.9 20.2 711.8 et... 28.97 16.1 — 3.4 652.8 ’ 
June 51.3 24.7 26.5 738.3 Nov. .. 22.7. 22.9 —- 0.2 652.6 r 
July 25.3 21.0 4-3 742.6 Dec. .. 35.0 -—5.0 30.0 682.6 j 
Aug. .. 28.0 13.2 14.8 757.4 1947 Jan. .. 20.5 46.9 -— 26.4 656.2 ‘ 
a 39-7 41.7 2.0 755-4 Feb. .. 27.0 81.7 — 54.7 601.5 , 
Nov ; 4 rs re ih Pig ge Mar... 24.2 82.0 -— 57.8 543.7 7 
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waa... ssl 33-7 ‘ May .. 30.8 21.5 3.5 eS 5 
1946 Jan. 28.5 58.1 -—29.6 771.0 jane... 13.9 12.4 2.5 537.6 NN 
Feb. 40.8 113.7 - 72.9 698.0 July .. 13.0 14.6- 1.6 536.0 3 
Mar. .. 51.4 101.7 — 50.3 647.9 Aug. .. 25.7 15.7 10.0 §46.0 a 
Apr. .. 39.7. 28.5 11.1 659.0 Sept. .. 13.1 27.2 — 14.0  §31.9 ‘ 
May .. 15.4 16.2 - 0.8 658.2 Oct. .. 10.0 14.5 — 4-6 527-3 a 
*i.e. Outstanding at end of month. ¢ Record to dato. a 
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CONTRACT TEEMS 
FOR CAR HERE 
You can have a modern car. 
with or without chauffeur, at 
your command constantly, for 
business and professional uses, 
by taking advantage of our 
contract facilities. 


You will thus enjoy the con- 
venience of car ownership 
without trouble or outlay, and 
with immediate replacement 
when the carrequires servicing. 


ROAD TO 
PROSPERITY 


ERNEST MARPLES 
M.P. 


The Case for 
Copartnership 
in Industry 


With a foreword by 
Lord Woolton 
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EMPIRE QUALITY ‘WINES 


Four Gold Meda! Awards, 
London, 1936, 1937, 1938. 
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SOUTHARD’S of LONDON 


ESTABLISHED 1514 


ROYAL INSURANCE 
SERVICE 


has 100 years’ experience behind it : 


covers this country by a network of 
Branches : 


is represented in some 100 countries 
and colonics overseas: 


transacts all classes of Insurance, 
including Aviation: 


its local representatives are available 
at any time, and they are ready to 
discuss any Insurance problem you 
may have. 


ROYAL : 
INSURANCE, 
COMPANY 


Lim. TED , 


1 North John aa | Head pees Lombard St. 
Liverpool 2 Offices London, E.C.3 
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Appointments and Retirements 


Barclays Bank—Mr. W. J. Fielder and Mr. E. K. Stewart-Smith to be assistant general managers, 
as from January 1, 1948; Mr. D. A. J. Hewitson, from February 1, 1948; and Mr. E. Brimelow, 
from May 1, 1948. 

Canadian Bank of Commerce—Mr. F. C. W. Hyde, assistant manager, has returned to 
Head Office, Toronto, to take up another appointment. Mr. C. G. Brooks, formerly manager of 
the foreign exchange department, to be an assistant manager. 

District Bank—Booile (Liverpool, 20) : Mr. L. N. Askew to be manager. 

Lioyds Bank— Yorkshire Committee : Brigadier Kenneth Hargreaves, M.B.E., T.D., of Arthing- 
ton Lane, Pool-in-Wharfedale, Leeds, has been appointed a member. Head Office—Advance 
Dept.: Mr. J. H. Partridge, an assistant chief controller, to be chief controller on retirement of 
Mr. J. Jabez-Smith. Mr. R. H. G. Marshall, an assistant chief controller, to be deputy chief 
controller. Head Office: Mr. T. Harris, deputy chief accountant, to be chief accountant on 
retirement of Mr. H. J. Hutchens owing to ill health. Chief Inspector's Dept. : Mr. W. Jackson, 
from Northallerton, to be an inspector. Pall Mail, S.W.: Mr. L. M. C. Williams, from Law 
Courts, W.C., to be a sub-manager. Law Courts, W.C.: Mr. M. T. Wilson, M.B.E., B.A., from 
125, Oxford Street, W., to be sub-manager. Camborne: Mr. G. A. Jefford, from Frome, to be 
manager on retirement of Mr. P. Sandover. Hassocks : Mr. G. Prodham, of Burgess Hil!, to be 
manager when this sub-branch to Burgess Hill is converted to full branch status. Northallerton : 
Mr. J. W. T. Sorrell, from Great Portland Street, W., to be manager. 125, Oxford Street, W. : 
Mr. L. G. Weston, from Westminster House, S.W., to be sub-manager. 

Midland Bank—Head Office : Mr. G. H. Wildish, of Trafford Park, Manchester, to be a branch 
superintendent. London, Great Tower Street: Mr. D. C. Evans, of Old Hall Street, Liverpool, to 
be manager on retirement of Mr. J. W. Sutton. St. Martin’s Lane: Mr. B. A. Palmer to be 
manager on retirement of Mr. B. T. Fawcett. Upper Norwood : Mr. H. T. Adams, of York Road, 
Lambeth, to be manager on retirement of Mr. J. F. D. Hallett. Alirincham : Mr. W. Garner, of 
Hale, to be manager on retirement of Mr. H. W. Knott. Birkenhead, Oxton : Mr. W. R. Griffith, 
of South branch, Liverpool, to be manager on retirement of Mr. W. P. Roberts. Bishop Auckland : 
Mr. C. H. Leng to be manager on retirement of Mr. P. R. Gibson. Boston Spa: Mr. W. M. 
Paterson, of Harrogate, to be manager on retirement of Mr. C. E. Foulds. Bradford, Market 
Street: Mr. R. G. Summers, of City Square, Leeds, to be assistant manager. Brighton, North 
Street: Mr. A. V. Hooley, of Bournemouth, to be assistant manager. Burnley: Mr. C. W. 
Bentley, of Fishergate, Preston, to be manager. Jl/keston: Mr. R. Smith to be manager. 
Letchworth: Mr. J. Archer, of Ilkeston, to be manager. Liverpool—Old Hall Street: Mr. C. 
Bosworth, of English Street, Carlisle, to be manager; Walton: Mr. R. Bradshaw, of Rodney, 
Liverpool, to be manager on retirement of Mr. R. P. Thorpe; Waterloo: Mr. A. Nuttall, of 
Castle Street, Liverpool, to be manager on retirement of Mr. W. Nuttall. Manchester—Rusholme : 
Mr. R. J. Crawford to be manager on retirement of Mr. R. G. Davies; Tvafford Park: Mr. J. 
Boydell, of Shaw, to be manager. Milnsbridge: Mr. J. W. Houghton, of Dewsbury, to be 
manager on retirement of Mr. F. Suthill. Morecambe—Marine Road Central: Mr. G. W. O. 
Ashworth, of Talbot Square, Blackpool, to be manager on retirement of Mr. C. F. Rice; West 
End: Mr. R. Hetherington to be manager of this branch, formerly under the same management 
as Marine Road Central branch, Morecambe. Newcastle-on-Tyne—Grey Street: Mr. G. Ashton, 
of Darlington, to be assistant manager ; Dean Street : Mr. H. N. Loveridge, of Grainger Street, 
Newcastle-on-Tyne, to be manager on retirement of Mr. J. E. Drummond; Gyrainger Street : 
Mr. B. H. Dyson, of Grey Street, Newcastle-on-Ty e, to be manager. Oxford : Mr. L. H. Nicholls, 
of Letchworth, to be manager on retirement of Mr. J. McGivering. Preston, Fishergate: Mr. 
M. W. Fuller to be assistant manager. Shaw: Mr. H. C. Lowe, of Blackburn, to be manager. 
Sheffield, Darnali : Mr. R. F. Horne, of Sheffield Moor, to be manager. 

National Bank of Australasia—Mr. Frederick Ewen Loxton and Mr. Douglas Stuart Forbes 
have been appointed to the board of directors of the Bank in Melbourne and Sir E. Lionel Fletcher, 
C.B.E., has been appointed to the London Board of Advice. 

North of Scotland Bank—Pyrestwick, Ayrshire: A branch has been opened at No. 7, Main 
Street, Prestwick, under the management of Mr. J. D. McNeil, from Kilmarnock. 


Publications Received 


National Insurance, by John Gazdar (Stevens & Sons, Ltd., pp. 74, price 3/-). 
European Languages—a series of guides (approx. 128 pp. in each booklet; 2/- cach) to 
everyday conversational phrases and pronunciation, published by George Newnes Ltd. . ‘* What 


‘ 


to say in French”? by Y. Fussot; ‘‘— in German”’ by E. Stein; ‘‘— in Spanish” by I. B. 
Samper; ‘‘— in Italian ’’ by Carlo Castiglioni ; ‘‘— in Portuguese "’ by A. da Silva; ‘“‘— in 
Russian’ by Varvara Petrova. 

Income Tax for Everyman, by R. A. Butler (Pen-in-Hand Publishing Co., Ltd, pp. 64, 
price 3/6). 

Banking, Law of (Second Edition), by Lord Chorley, M.A. (Pitman, pp. 354, pric> 18/-). 









fresh fields for 
endeavour 





Because of their great im- 
portance in the economic 
life of the world, the 
Dominions of Australia and 
New Zealand afford many 
opportunities for commercial de- 
velopment and expansion. The British 

industrialist who contemplates establishing a branch or a business ‘down 
under’ will find ready help at the Bank of Australasia, where an extensive 
fund of up-to-date commercial information and compiete banking facilities 
are at his disposal. Please address enquiries to the Overseas Department. 


THE BANK OF AUSTRALASIA 


(Uncorporated by Royal Charter 1835) 


(Manager: G. C. Cowan) 



































Head Office: 4, THREADNEEDLE STREET, LONDON, E.C.2. 


Australia Offers 


TRADE — INVESTMENT — TRAVEL 


Australia and New Zealand, both relatively young and 
rapidly developing countries, offer many opportunities 
tor investment, trade and travel. Ask your bankers 
to obtain full information from 


BANK OF NEW SOUTH WALES 


(incorporated in New Sovth Woles with limited liability) 
FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 
LONDON OFFICE: 29 Threadneedle Street, E.C.2. HEAD OFFICE: Sydney 






























THE PALESTINE DISCOUNT BANK LTD. 
TEL-AVIV (Head Office) and JERUSALEM 


Paid up Capital and Reserves ~ £.P. 1,036,000.— 


Every description of Banking Business transacted. Correspondence is invited {rom Banks and 
Bankers seeking an efficient connection in Palestine. 


AFFILIATION 


THE PALESTINE MERCANTILE BANK, LTD. 
HAIFA REHOVOTH 
The Bank transacts every description of trustee business 
through the P.D.B. Execater & Trastee Co., Lid. 
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THE NATIONAL CITY BANK OF NEW YORK 


Incorporated with limited liability under the National Bank Aet of the U.S.A. 


Head Office: 55 Watt Street, New York 


117 OLD BROAD STREET, E.C.2 


London Offices : 


11 WATERLOO PLACE, 8. 





| TO BANK MANAGERS 


Please consult us—-we have been established since 
1772 — regarding your customers’ JEWELLERY & 
SILVER. We will gladly advise you free of charge 


SPINK & SON, LTD. 


» Ap, tment 
edallists to 
HM. 


5 6 and 7 King Street, 


Tel.: WHtehall 6276 


- The King St. James’s, LONDON, S.W.1 4h 





“LATHER FOR 


SENSITIVE 


SHAVING STICK 2 


COMPANY 
SERVICE 


1863-1947 
Company Registration Agents 


JORDAN & SONS, 


Limited 


116 Chancery Lane, W.C.2 





ADMINISTRATION, RECEIVERSHIP AND 


FIDELITY BONDS, TRUSTEESHIPS, &c. 


THE BRITISH LAW 


INSURANCE CO., LTD. 
31 & 32, KING STREET, CHEAPSIDE, €.C.2. 


ALL CLASSES OF 


FIRE AND ACCIDENT BUSINESS 
TRANSACTED. 
The Company specialises in Fidelity Guarantee 
Telephone : Monarch, 7611 (3 lines) 
Telegrams : ‘‘Britlaw,’’ Cent., London. 


DOCTOR wishes to invest sub- 
stantial capital for prompt 
purchase, at a good price, of 
SHOP PROPERTY, in principal 
trading positions only, and 
FREEHOLD GROUND RENTS. 
Offers in strictest confidence to:— 


Box No. 77, THE BANKER, 
66, Cheapside, London, E.C.2. 





THE BRITISH LINEN 


FURTHER INCREASE IN 


THE EARL OF 


HE Annual Court of Proprietors of The 

; British Linen Bank was held on Novem- 
ber 25 at the Head Office in Edinburgh, 
\irlie, Governor, presiding. Lord 


the Earl of 
Airlie said 


You would be gratified at the announcement 
that His Grace the Duke Hamilton had 
accepted election as Deputy Governor of the 
Bank. We feel that we -n fortunate in 
interest in the Bank's affairs. 


of 


have bee 


securing hi 


Mr. Lionel Gurney Buxton, who joined the 
Board in 1942, does not seek re-election on this 
occasion. Mr. Buxton contributed to our de- 
liberations the benefit of his wide knowledge of 
banking at home and abroad, and his unfailing 
helpfulness and wise counsel were greatly 
appreciated. You will desire that we place on 
record our indebtedness to him for his valued 
services. At a later stage you will be invited 
to elect to a seat on the Board Mr. Anthony 
William Tuke, Deputy Chairman of Barclays 
Bank. Mr. Tuke, who has close connections 
with Scotland, is already well known to us. 
Like Mr. Buxton, he comes from a family of 
Private Bankers. He will be welcomed on 
personal grounds and as an able and ex- 
perienced banker 

RESULTS FOR PERIOD 

\s stated in the Report which has been in 
your hands ‘or some time it was found con- 
venient to change the date of the Bank’s annual 
balance from January 15 to September 30. 
The accounts now submitted for your approval 
therefore cover a period of eight and a half 
months. It will be appreciated that the change 
in the Balance date renders it impracticable to 
make an exact comparison of the results for 
the period with those of a full year, as seasonal 
factors have some influence on the figures. It 
will be noted from the Balance Sheet that the 
item ‘‘ Deposits and other Accounts’”’ (in 
which we now include Drafts in accordance 
with general practice) exceeds £70,000,000, 
showing an increase of about {1,500,000 over 
the January total. On the other side Advances 
have risen by practically the same amount to 
over £10,000,000, the industries able to take 
advantage of increased borrowing being mainly 
those concerned with agriculture and the build- 
ing and engineering trades. 


Net profit for the period amounted to 
£174,223. A Dividend at the rate of 16 per 
cent. per annum for the half-year to July 15 has 
already been paid, and it is proposed to pay a 


AIRLIE’S 


BANK 


DEPOSITS AND ADVANCES 


ADDRESS 


dividend at the same rate for the period to 
September 30. An increased allocation to the 
Staff Pension Fund of £39,000 and the transfer 
of £50,000 to Contingency Fund are recom- 
mended, leaving £7,000 to be added to the 
carry forward. 


BANKING SERVICES 

We are glad to take this opportunity of 
thanking the Staff for their loyal co-operation. 
The scope of banking services has been con- 
siderably widened in recent years, and the calls 
made on the Staff grow more onerous and 
complex. To the daily routine of meeting 
customers’ ordinary needs in great volume and 
variety, there has been added the detailed 
working of the complicated Exchange Control 
Regulations, including the recent requirement 
of the deposit by the public of certain classes of 
securities. While the Banks have perhaps not 
always been accorded full recognition of the 
part they have taken in the encouragement of 
the National Savings movement, their services 
have again been called upon in a special 
campaign to maintain the volume of savings. 


EXPORT TRADE FACILITIES 

In view of the special efforts being made to 
develop export trade, reference may be made 
to the facilities available to our customers in 
this connection. At the Head Office, the 
principal Glasgow Office and London City 
Office there are Foreign Departments fully 
equipped to handle every description of over- 
seas business and the Managers at our 
Branches throughout Scotland are always 
ready, in any matter in which the Bank can be 
helpful, to give guidance to customers in their 
business problems. 


I now move: that the Report and Balance 
Sheet for the period to September 30, 1947, be 
adopted, and that a Dividend for the period 
from July 15 to September 30, 1947, at the 
rate of 16 per cent. per annum, less Income 
Tax, be declared, payable on the 29th current. 


Mr. Anthony William Tuke, Deputy Chair- 
man of Barclays Bank Limited, was elected a 
Director in place of Mr. Lionel Gurney Buxton. 
The remaining Directors were re-elected. 


Mr. H. Cowan-Douglas, C.A., was re 
appointed as Auditor along with Mr. Charles R. 
Munro, C.A., who was appointed in room of 
the late Mr. John M. Geoghegan. 
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OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 
CAPITAL,  £10,000,000 
PAID UP, £5,000,000 
RESERVE, £1,250,000 


London: 
20/22, ABCH URCH LANE, E.C.4 
MANGHESTER : 56-60 Cross 6t. 
Paris : 

7 rue Meyerbeer (Xe) 
MARSEILLES : 38 rue St. Ferreol 
ISTANBUL: 

(Galata, Beyoglou, Yeni Cami) 


BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 


Drafts and Telegraphic Transfers Issucd 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 





The Largest British 
Mutual Life Office 
ASSETS EXCEED 


£170,000,000 | 


LOW PREMIUMS 
GOOD BONUSES 


AUSTRALIAN MUTUAL | 
PROVIDENT SOCIETY § 


{Established %849 in Australia) 


73-76 KING WILLIAM STREET, 
LONDON, E.C.4 











A. M. BONNER, L® “i: 


30 LIME ST. 
LONDON, E.C.3 


DATING STAMPS, 
ENDORSING INKS AND 
SELF-INKING PADS 


A Speciality 


Tel. 
Mansion House 


0794 


URGENT ORDERS 4UTomatic NUMBERING AND 


DATING MACHINES, COMPANY 
SEALS, GENERAL ENGRAVERS 


aah a Saeed 





BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
INCORPORATED BY LAW IN 1927 
HOLDER OF EXCLUSIVE RIGHT OF NOTE ISSUE 


CAPITAL FULLY PAID - - - = =  Rials 300,000,000.— 
RESERVES (BANKING DEPARTMENT) - ~~ Rials 760,000,000.— 
| RESERVE (ISSUE DEPARTMENT) - -  ~ Rials 1,000,000,900— 


Governor and Chairman of the Executive Board: ABOL, HASSAN EBTEHAJ 
Head Office: TEHRAN, IRAN (Persia). 
Over 150 Branches and Agencies throughout Iran. 
Correspondents in important Centres all over the world. 

London Correspondents : Bank of England. 
Midland Bank Limited, 
Lioyds Bank Limited. 
National Provincial Bank Limited. 
Barclays Bank (Dominion, Colonial and Overseas). 
Martins Bank Limited. 
‘The Chase National Bank of the City of New York 

New York Correspondents: Federal Reserve Bank of New York. 
Irving Trust Company. ¥ . 
‘The Chase National Bank of the City of New York. 
Guaranty Trust Company of New York. 
Bank of the Manhattan Company. 
Chemical Bank and ‘Trust Company. 
American Express Company. 
National City Bank of New York. 
Bankers Trust Company. 
Brown Brothers, Harriman and Company, New York. 

The Bank, through its Banking Department, offers complete banking service for Foreign Exchange trans- 

actions, provides special facilities for Documentary Credits, etc., and with its numerous Branches in Iran deals 


with every description of banking business. 
ADMINISTERS NATIONAL SAVINGS. 





=- THE 
HONGKONG AND SHANGHAI! 


BANKING CORPORATION 


(Incorporatep tn tHe CoLtony or Honcxonc) 


CAPITAL ISSUED AND FULLY PAID UP _ $20,000,000 
RESERVE FUNDS STERLING as -.  £6,000,000 
RESERVE LIABILITY OF MEMBERS .. $20,000,000 


Head Office - - HONGKONG 
Chief Manager - Tue Honouraste A. MORSE, C.B.E. 


BRANCHES 
Amoy. Chungking. Johore. Muar (Johore). Shanghai. 
Bangkok. Colombo. *Kobe. Mukden. Singapore 
Batavia. *Dairen. Kowloon. Nanking. *Sourabaya. 
Bombay. Foochow. Kuala Belait. New York. Sungei Patani. 
Brunei. Haiphong. Kuala Lumpur. Peiping. Swatow. 


Calcutta. *Hamburg. Kure Penang. Tawau. 
Cameron Highlands Hankow. Labuan. Rangoon. Teluk Anson (Perak). 


(Malaya) *Harbin. London. aigon. ientsin. 
Canton. lloilo. Lyons. Sandakan. okyo. 
*Chefoo. Ipoh. Malacca. San Francisco. Tsingtao. 
Jesselton. Manila. *Yokohama. 
* Branches not yet re-opened 


Lonpon Orrice - 9 Gracecnurcu Srreet, E.C.3. 
HONGKONG & SHANGHAI BANK (TRUSTEE) LIMITED 


9, Gracechurch Street, E.C.3, a company incorporated in England, and an affiliate of 
The Hongkong and Shanghai Banking Corporation, is prepared to act as Executor and 
Trustee in approved cases. ‘Trustee Companies, also affiliated to the Corporation, are 
established in Hongkong and Singapore. Full particulars may be had on application 
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